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INDEPENDENT AUDITORS’ REPORT

Board of Trustees
Spencer Municipal Utilities — Municipal Electric Utility
Spencer, IA 51301

We have audited the accompanying balance sheet of the Municipal Electric Utility of the City of Spencer,
Iowa (the Utility) as of December 31, 2006 and the related statements of revenues; expenses, and changes
in net assets and cash flows for the vear then ended. These financial statements are the responsibility of -~
the Utility’s management. Our Iesponmblhty is to express an opinion on these financial statements based

on our zudit,

We conducted our audit in accordance with U.S. generally accepied auditing standards and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comiptroller
Genetal of the United States; Those standatds tequire that we plan and performn the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements.. An audit also-includes assessing the accounting principles used and significant cstimates
made by management, as well as evaluating the overall financial statement presentation. We believe that -

our audit provides a reasonable basis for our opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the -
financial position of the Utility as of December 31, 2006, and the respective changes in its financial
position and its cash ﬂows fo:r the yea: then ended in conforrmty with U.S; genera]ly accepted accounting

prmclples

In accordance with Government Auditing Standards, we have also issued our report dated March 20, 2007
on our consideration of the Utility’s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing and not to provide an opinion on the internal
control over financial reporting or on compliance. That repott is an integral part of an audit performed in
accordance with Government Auditing Standards and should be conmdexed in assessing the results of our

audit.

Managemeitt’s Discussion and Analysis and budgetary comparison information on pages 3 through 6 and
23 through 25 are not a required part of the basic financial statements but are supplementary information
required by the Governmental Accounting Standards Board. We have applied certain limited procedures,
which consisted principally of inquiries of management, regarding the methods of measurements and
presentation of the supplementary information. However, we did not audit the information and express

o LMJ AMs & (WW%ﬁ , p C.

Certified Public Accountants

no opinion on it.

Spencer, Iowa
March 20, 2007

203 North Grand Avenue P.O. Bax 908 Spencer, lowa 51301 -0908

712-262-1500 ~FTAX 712-282-2820



MANAGEMENT’S DISCUSSION AND ANALYSIS

The puipose of Management’s Discussion and Analysis (MD&A) is to provide the reader with an
introduction to the financial statements. Our discussion and analysis of the Municipal Elecfric Utility
(Utility) of the City of Spencer, Iowa’s financial performance provides an overview of the Utility’s
financial activities for the yvear ended December 31, 2006,

The following information should be read in conjunction with the financial statements and the : b
accompanying notes to the financial statements that follow this section.

2006 Financial Highlights
The Utility delivered apprommately 159, 121 000 kilowatt hours (kWh) of electncﬂ:y to its Ieta:ll

customers in 2006 compa;ted to apprommately 152,258,000 k¥Wh in 2005.

The Utlhty s net assets mCIeased $1,973, 904 to $46, 554 878 as a result of operations for the year ended
December 31, 2006,

Over view of the Fmancml Statements
The balance sheet includes the Utility’s assets and liabilities and pIov;.des mfoxmatlon about the nature

and amounts of investments in resources (assets) and the obligations to creditors (11ab111ties)

The staternent of revenues, expenses and changes in net assets Iepoxts all revenues and expenses mcuxtted
during the fiscal year. -

The statements of cash flows present cash receipts, cash disbursements, and net changeé in cash resulting
from oper ations, capital and related financing activities and mvestmg activities. . : :

Themnotes to the ﬁnanc1al statements pIOVlde the quuu:ed dlsclosm:es and othe:r information that is
necessary to give the reader a complete understanding of the data provided in the statements. The notes
present information about the Utility’s accounting policies, material risks, obhgatu)ns commitments,

contingencies and subsequent events,



MANAGEMENT’S DISCUSSION AND ANALYSIS -Continued

Condensed Financial Information :
The following condensed financial information serves as the key financial data and indicators for

management, monitoring, and planning.

Condensed Balance Sheet
2006

Current assets $ 2,327,888
Capital assets, net of dept. 37,110,284
Noncurrent assets . 21,384, 467
Deferred costs 154,234
Total assets 60,976,873
Current liabilities 2,081,995
Long-term debt 12,340,600
Total liabilities 14,421,995
Investments in capital assets, net
of related debt 23,939,518
Restricted 2,467,845
Unrestricted - 20.147.515
Total net assets . : 46,554,878

Total liabilities and net assets $60,976,873

2005
$13,772,356
31,502,348
14,833,523

168.559

00,276,786

2,370,812
13.325.000
15.695.812

17,222,348

4,578,986 -:

22,779,640
44,580,974

$60.276.786

Condensed Statement of Revenues, Expenses and Changes in Net Assets

' 2006

Sales of electricity $10,174,902
Other 163.665
Total operating revenue 10,338,567
Power supply costs. 6,114,337
Disiribution system maintenance 1,229,262
Depreciation & amortization 1,796,460
Customer service & administiation 725.187
Total operating expenses 9,865,246 -
Operating income (loss) 473,321
Interest income 1,157,578
Interest expense (332,973)
Other income 675,978
{otal non-operating revenues 1,500,583
Change in net assets 1,973,904
Net assets, beginning of year 44,580,974
Net assets, end of year 46,554 878

-4 -

: 2005 :
$8,726,584
153,923
8.880.507

6,542,381
1,417,250
1,726,612
724.908
10,411,151

(1,530,644)

830,385
(356,410)

603.207
1.077.182
(453.462)
45,034,436

$44,580,974



MANAGEMENT’S DISCUSSION AND ANALYSIS —Continued

Financial Analysis
The Utility’s total assets decreased by approximately $700,000.

The Utility’s gross revenues increased by approximately $1,458,000 or 16 A2%.

Power supply costs have decreased by approximately $428,000. Total operating expenses decreased by
approximately $187,000 due to decreased expenses related to distribution maintenance. Deprectation and

amortization also increased by approximately $70,000.

Total operating mncome generated in 2006 was $4 73,321 compared to an operating loss of $1,530,644 in
2005,

Utility non-operating income (expense) resulted in an additional $1,500,583 of income due to additional
leases of utility facilities and a higher rate of refurn on invested funds.

Total net income (loss) increased from a net loss of $453,461 in 2005 to a net income of $1,973,904 in
2006. .

Capital Assets and Debt Administration
Net capital assets iricreased by approximately $5,594,000 due to construction work in progress related to

the Council Bluffs Ener ¢y Center Unit 4 (CBEC #4), Wisdom 2, distribution construction, and equipment
purchases.

During August of 2002, the Board of Trustees entered a joint ownership agreement for the constiuction of
the Council Bluffs Energy Center Unit 4. The Utility will become a 1.07% owner which is 8.453
megawatts. The Utility’s total ownership interest is estimated at $13,600,000. The Utlhty s construction

work in progress totaled approximately $10, 771 ,000 at year end.

On February 1, 2004, the Boatd of Trustees authorized the issuance of $8,750,000 in Electric Revenue
Bonds, Series 2004, The proceeds from these bonds will be used to finance a portion of the construction
of the Council Bluffs Energy Center Unit 4 discussed above. During the year ended December 31, 2006,
the remaining balance of the bond proceeds fund were used to pay for construction costs.

Economic Factors :
The Utility continues to experience stability in retaﬂ sales. In order to cover more of'its base load

capacity, the Board of Trustees has entered into a joint ownership agreement for the construction of the
CBEC #4.

The Utility completed a Cost of Service Study during 2004. The purpose of the study was to assign
operating and capital costs to the various rate classes and verify that rates were adequate to cover those
costs. The Board of Trustees adopted rate adjustments based on the study effective March 1, 2005, The
utility also adopted an Energy Cost Adjustment (ECA) for all consumption beginning September 7, 2005.
The ECA is calculated monthly and is designed to recoup the additional costs of power supply from the

COTISUMET.



MANAGEMENT’S DISCUSSION AND ANALYSIS —Continued

Contacting the Utility’s Financial Management
This financial report is designed to present our citizens, customers, and creditors with a general overview

of the Utility’s finances and operating activities. If you have any questions or require-additional
information please contact the Business Manager, 712 Grand Ave, PO Box 222, Spencer, lowa 51301.



MUNICIPAL ELECTRIC UTILITY
OF THE CITY OF SPENCER, IOWA
BALANCE SHEET
DECEMBER 31, 2006.

ASSETS

Capital Assets:
Plant in Service
Accumulated Depreciation
Net Plant in Service
Construction in Progress

Total Capital Assets

Noncurrent Assets
Restricted Cash and Cash Equivalents
Restricted
Consumer Deposits
NMNoncurrent Investments:
Unrestiicted
Board Designated
Restricted
Notes Receivable - Employees
Notes Receivable -Municipal Communications Utility

Total Noncurrent Assets

Current Assets:

Cash and Cash Equivalents
Uniestricted
Board Designated

Accounts Receivable (Net of Allowance for Doubtful
Accounts of $30,000)

Unbilled Usage

Materials And Supplies Inventory

Fuel Inventory

Notes Receivable - City of Spencer

Notes Receivable - Employees

Prepayments and Other

Total Current Assets

Deferred Costs:
Unamortized Bond Issue Costs

Total Assets

See Accompanying Notes to Financial Statements

-7-

3

53,335,210

(26,995,655)

76,339,555
10,770,729

37,110,284

130,865
20,931

2,967,095
10,381,000
2,336,980
1,596
5,546,000

21,384,467

(1,391,933)
1,255,630

960,394
464,538
609,399
182,623
26,625
4,378
216,234

2,327,888

154,234

3

60,976,873

B



MUNICIPAL ELECTRIC UTILITY
& OF THE CITY OF SPENCER, IOWA
P BALANCE SHEET
DECEMBER 31, 2006

LIABILITIES AND NET ASSETS

Bonds Payable:
Bonds Payable 3 13,325,000
: Less - Current Maturities (985,000)
L Total Bonds Payable 12,340,000
Current Liabilities:
Accounts Payable 796,665
Payroll and Sales Tax Payable 42,421
Accrued Payroll and Compensated Absences 188,206
Accrued Interest Payable 48,772
Consumer Deposits ' 20,931
Current Maturities of Long-Term Debt 985,000
Total Current Liabilities 2,081,995
Total Liabilities 14,421,995
Net Assets
Invested in Capital Assets, Net of Related Debt 23,939,518
Restricted 2,467,845
Unrestricted 20,147,515
Total Net Assets 46,554,878
Total Liabilities and Net Assets $ 60,976,873

See Accompanying Notes to Financial Statements
-8-
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MUNICIPAL ELECTRIC UTILITY
OF THE CITY OF SPENCER, IOWA
STATEMENT OF REVENUES, EXPENSES AND
CHANGES IN FUND NET ASSETS
FOR THE YEAR ENDED DECEMBER 31, 2006

Operating Revenues:

Residéntial $ 3,413,558
Commereial 4,694,434
Public Authorities 649,182
Sales for Resale 123,038
Energy Cost Adjustment Revenue 1,417,728
Penalties 17,189
Miscellaneous 23,438

Total Operating Revenues 10,338,567

Oper‘éﬁng Expenses:
Generation and Transmission

Neal #4 Fuel and Generation 784,865 ¢
Purchased Power . 5,211,987
Other : 117,485
Distribution 1,229,262
Depreciation and Amottization _ 1,796,460
Customer Operations 258,304
General and Administrative ' 466,883
Total Operating Expenses 9,865,246
Operating Income 473,321

Non-Operating Income (Expense): C
Interest Income on Investments 1,157,578

Economic Development Payment © (44,036)
Leased Facilities . . 1,156,112
Interest Expense (332,973)
Loss on Plant Retirements - (14,478)
Payvment in Licu of Property Taxes (421,620)
Total Non-Operating Income (Expense) 1,500,583
Change in N'e:t' Assets 1,973,904
Net Assefs at B-eginning of Year 44,580,974
Net Assets at End of Year $ - 46,554,878

See Accompanying Notes to Financial Statements
9.



MUNICIPAL ELECTRIC UTILITY
OF THE CITY OF SPENCER, IOWA
STATEMENTS OF CASH FLOWS ,
FOR THE YEAR ENDED DECEMBER 31, 2006

Cash Flows From Operating Activities:

Cash Received From Customers i 16,240,449
Cash Payments to Suppliers for Goods and Services (8,101,516)
Cash Payments to Employees for Services (514,461)
Net Cash Provided By Operating Activities 1,624,472
Cash Flows From Noncapital Financing Activities: _

Contributions Paid for Economic Development (44,0306)

Payment in Lieu of Propeity Taxes (421,620)
Net Cash (Used) By Noncapital Financing Activ.itiesr (465,656)

Cash Flows From Capital and Related .'
Financing Activities: .

Acquisition & Construction of Property and Equipment (7,404,549)

Revenue Bond Principal Repayment (955,000)

Payments Received From Leasing of Facilities 1,156,112

Interest Paid . (335,827)
N ét Cash (Used) By Capital and Related : ._ | _
Financing Activities (7,539,264)

Cash Flows From Investing Activities: ‘ |

Payments Received on Note Receivable -City of Spencer 26,625

Loan Advances for Note Receivable Employee (1,094)

Payments Received on Note Receivables - Communications ~ 1,000,000

Proceeds From Redemption of Investments - 8,738,543

Purchase of Investments (16,162,720)

Interest Received From Investments 1,157.578
Net Cash (Used) By Investing Activities : (5,241,068)
Net (Dec¢iease) in Cash (11,621,516)
Cash at Béginning of Year 1':1,6-37,0‘09
Césh at End of Year $ 15,493

Reconciliation:

Cash and Cash Equivalents S
Unirestricted $ (1,391,933)
Board Designated 1,255,630
Restricted 130,865
Consumer Deposits 20,931

5 15,493

See Accompanying Notes to Financial Statements
-10-



MUNICIPAL ELECTRIC UTILITY
OF THE CITY OF SPENCER, IOWA

STATEMENTS OF CASH FLOWS (CONTINUED)
FOR THE YEAR ENDED DECEMBER 31, 2006

Reconciliation of Operating Income to Net
Cash Provided by Operating Activities

Operating Income $ 473,321
Adjustments to Reconcile Operating Income to
Net Cash Provided By Operating Acﬁv:’aes .
Depreciation and Amortization 1,796,460
(Increase) Decrease in Opetating Assets: BT
Accounts Receivable (80,266)
Unbilled Usage (19,273)
Materials and Supplies Inventory (34,262)
Fuel Inventory (48,353)
Prepayments (147,193)
Increase (Decrease) in Operating Liabilities:
Accounts Payable (267,596)
,Acmued Payroll and Compensated Absences (47,578)
Consume_r Deposits 1,421
Accrued Expenses (2,209)
- Total Adjustments 1,151,151 -
Net Cash Provided By Operating Activities $ 1,624,472

See Accompanying Notes to Financial Statements
-11 -



MUNICIPAL ELECTRIC UTILITY
OF THE CITY OF SPENCER, IOWA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

Note 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A, Organization and Basis of Accounting ' ' ' P
The Municipal Electric Utility of the City of Spencer, Iowa (Electnc Utlhty or Utlhty) operates as .
an independent unit of the City of Spencer and is managed, along with the Municipal Water
Utility and the Municipal Communication Utility of the City of Spencer, Iowa, by a five member

Board of ‘Trustees.

The Utility follows the accounting practices prescribed through the Federal Energy Regulatory
Commission for regulated utilities and proprietary fund accounting for governmental entities
under accounting principles generally accepted in the United States of Amemca

For financial reporting purposes, the Utility has included all funds. The Utility has also

con31dex ed all potential component units for which it is financially accountable, and other

or gamzanons for which the nature and significance of their rela‘uonshlp with the Utility are such
that exclusion would cause the Utility’s financial statements to be misleading or incomplete. The
Governmental Accounting Standards Boards has set forth criteria to be considered in determining
financial accountability. These criteria include appomtmg a voting majority of an organization’s
governing body, and (1) the ability of the Utility to impose its will on that organization or (2) the
potential for the organization to provide specific benefits to, or impose specific financial burdens
on the Utility. It was determined that the Utility has no component units.

The Utility is not considered to be a component unit of the City of Spencer for financial statement
purposes. An audit of the City of Spencer for the year ended June 30, 2006 has been completed

and is filed under separate cover.

The Utility’s financial statements are reported using the economic resources measurement focus
and the accrual basis of accounting. Revenues are recorded when earned and expenses are
recorded when liability is incurred, regardless of the timing of related cash flows.

In reporting the financial activity of its enterprise fimd, the Utility applies all applicable GASB
pronouncements as well as the following pronouncements issued on or before November 30,
1989, unless these pronouncements conflict with or contradict GASB pronouncements: Financial
Accounting Standards Boards Statements and Interpretations, Accounting Principles Board
Opinions, and Accounting Research Bulleting of the Committee on Accounting Procedure

The Utility distinguishes operating revenues and expenses from non-operating items. Operating
revenues and expenses generally result from providing services and producing and delivering
goods in connection with the Utility’s principal ongoing operations. The principal operating
revenues of the Utility are charges to customers for sales and services. Operating expenses
include the cost of sales and services, administrative expenses, and depreciation on capital assets.
All reverues and expenses not meeting this definition are reported as non-operating revenues and

eXpenses.

12 -



MUNICIPAL ELECTRIC UTILITY
OF THE CITY OF SPENCER, IOWA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

Note 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

B. Capital Assets and Depreciation _ _
Capital assets are stated at original cost when first devoted to public service.” Currently, such

costs include labor-related expendituies, such as payroll taxes, pensions, and other fringe benefits
and administrative costs for labor related to the construction of new electric facilities. In
addition, net interest costs on construction debt are capitalized. During 2006, the Utility
capitalized interest expense of $268,365, which equals total 1nterest expense of $284 538 less
interest income from invested proceeds of $16,173:

Under a joint ownership agreement with other ut111t1es, the Electric Utility hasa 1.215%
undivided interest in a 644 MW cleciric generation station known as George Neal Generating
Station Unit No. 4. The Electric Utility’s 1.215% ownership interest in this plant represents a
total investment of $4,866,073 included in utility plant in service with $3,580,463 included in
accurnulated depreciation, Operating costs associated with this plant and deprematlon aie

reﬂected in the statement of income
Undex a_joint ownership agreement with other utilities, the Electric Utility has a 1.07% undivided

interest in and electric generation station known as Council Bluffs 4, which is curently under
construction with expected completion in 2007. Additional information is included in Note 15

Replacements and betterments of capital assets are charged to capital assets, Routine
mainienance and repairs are charged to expense as incurred.

Depreciation is provided on a straight-line basis. Current depr eciation expense is appr oxrmately
3.36% of the original cost of depr eciable electric plant in service.

The estimated useful lives used to depreciate assets by class are as follows:

Infrastructure ' 20-33 years

Building and improvements - 20 years
- Equipment ' - 5 years

C. Accounts Receivable
Accounts receivable are stated at the amount the Utility expects to collect from outstanding

balances. The Utility provides for probable uncollectible amounts through a charge to earnings
and a credit to valuation allowance based on its assessment the current status of individual
accounts. Balances that are still outstanding after the Utility has used reasonable collection
efforts are written off through a charge to the valuation allowance and a credit to accounts
receivable. Changes in the valuation allowance have not been material to the financial

statements.

-13 -



MUNICIPAL ELECTRIC UTILITY
OF THE CITY OF SPENCER, IOWA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

Note 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued).

D. Inventories
Inventories are valued at the lower of cost or market. The average cost method is used for

determining the cost of matenals and supplies inventory. Inventories are recorded as an
expenditure or, if applicable, capitalized when consumed.

E. Uﬁamorﬁzed Bond Tssue Costs
Unamortized debt issue costs are amortized over the life of the debt on a straight-line basis which

approximates the effective interest method

F. Net Assets :
Net assets represent the difference between assets and 11ab111t16s in the ﬁnanc1a1 statements. Net

assets invested in capital assets, net of related debt, consists of capital assets; net of accumulated
depreciation, reduced by the outstanding balance of any long-term debt used for acquisition,
construction or improvement of those assets and increased by unspent proceeds. Net assets are
reported as restricted when there are limitations imposed on their use through external restrictions
imposed by creditors, grantors or laws or regulations of other governments.

G. Income Taxes
The Electric Utility is exempt ﬁom fedexa.l and state income taxes because itisa govemmental

entity organized under the provisions of Chapter 388 of the Code of Iowa.

H. Revenues and Unbilled Usage
Revenues are based on billing rates, which are applied to customers’ consummption of electricity.

The Utility records estimated unbilled revenue at the end of accounting periods: Revenues
earned, but not yet billed at December 31, 2006, totaled $464,538.

I. Estimates
The preparation of the financial statements in conformity in U .S. generally accepted accounting

principles requires management to make estimates and assumptions that affect the amounts
reported in the financial statements and accompanying notes. Actual results may differ from

those estimates.

- 14.-



T E

MUNICIPAL ELECTRIC UTILITY
OF THE CITY OF SPENCER, IOWA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

Note 2 - CASH AND CASH EQUIVALENTS AND NONCURRENT INVESTMENTS

The Utility’s deposits in Banks at December 31, 2006 were entirely covered by federal depository
insurance or by the Stafe Sinking Fund iri accordance with Chapter 12C of the Code of Towa.

This chapter provides for additional assessments against the depositories to insure there will be no
loss of public funds.

The Utility is authorized by statute and Board of Trustees’ approval to invest public funds in
obligations of the United States goveinment, its agencies, and instrumentalities; certificates of
deposit and other evidences of deposit at federally insured Iowa depository institutions; and the
Iowa Public Agency Investment Trust.

The Utility had investments in Jowa Public Agency Investment Trust which are valued at an
amortized cost of $4,828,620 in pursuant to Rule 2a-7 under the Investment Company Act of

1940, : :

Interest Rate Risk — The Utility’s investment policy limits the investment of operating funds
(funds expected to be expended in the current budget year or within 15 moriths of receipt) in
instrumments that mature within 397 days. Funds not identified as operating funds may be invested
in investments with maturities longer than 397 days, but the maturities shall be consistent with the
needs and use of the Utility.

Credit Risk — The Utility’s investment in the lowa Public Agency Investment Trust is unrated.

The Utility considers all highly liquid investments with an original maturity of three months or
less to be cash equivalents for purposes of the statement of cash flows.

Investments are recorded at cost which approximates market. Adjustments are made to cost for
any premium or discount, which is amortized over the maturity of the investment. Adjustments
are aiso made to account for the change in accrued interest on respective investments.

Reconciliation of the Utility’s cash and cash equivalents and noncurrent investments is as

follows:

Cash and cash equivalents:
$ 1,255,630

Board designated
Consumer Deposits 20,931
Restricted 130,865
Unrestricted (1,391,933)
Iotal cash and cash equivalents 15,493
Noncurent investments:
Unrestricted 2,967,095
Board designated 10,381,000
Restricted 2,336,980
Total noncurrent investments 15,685,075
Total cash and cash equivalents and noncurrent investments $ 15,700,569 -

-15 -



MUNICIPAL ELECTRIC UTILITY
OF THE CITY OF SPENCER, IOWA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

Note 3 - BOARD DESIGNATED FUNDS

The Board of Trustees of the Utility has designated certain funds to be placed in a contingency
reserve account: These funds, which are from unrestricted net assets, are being designated for
contingencies such as a natural disaster, and cannot be expended without Board approval.

The Board of Trustees of the Utility has designated certain funds to be piaced na tep]acement
and construction reserve account. These funds, which are from unrestricted net assets, are being
designated for replacement of propetty, plant and equipment and for new. constructmn These
funds cannot be expended without Board approval.

Assets of the funds as of December 31, 2006 are summarized as follows:

Replacement and

Contingency Construction
Reserve Reserve Total
Cash and cash equivalents - - $ 1,255,630 $ - 8§ 1,255,630
Noncurrent investments - 10,381,000 10,381,000
Total : . $ 1,255,630 . . $10,381,000 % :11,6.36,630

Note 4 - CAPITAL ASSETS
Capital assets activity for the year ended December 31, 2006 was as follows:

Beginning  Additionsand ~ Deletionsand ~ Ending

Balance Transfers In Transfers Out Balance
Capital assets not bemg depreciated: ' ‘ o o
Land ) ‘$ 86,092 % - 3 - § 86,092
Coustinction in pi'ogress 7,252,585 3,768,151 (250,007) 10,770,729
Total capital assets not being _ B
depreciated 7,338,677 3,768,151 (250,007) 10,856,821
Capital assets being depreciated: : . _
Infrastructure 43,645,357 3,311,679 (72,228) 46,884,808
Buildings and improvements 765,876 - - 765,876
Equipment 5,209,858 571,604 (183,028). . 5,598,434
Total capital assets being _
depreciated 49,621,091 3,883,283 (255,256) 53,249,118
Less accumulated depreciation 25,457,420 1,782,136 (243,9201) 26,995,655
T'otal capital assets being -
depreciated - net 24,163,671 2,101,147 {11,355) 26,253,463
Capital assets - net $31,502,348 3 5,869,298 $ (261,362} 37,110,284
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MUNICIPAL ELECTRIC UTILITY
OF THE CITY OF SPENCER, IOWA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

Note 5 - NOTES RECEIVABLE - EMPLOYEES

The Board of trustees has authorized the Electric Utility to purchase personal computers for
interested employees. The employees repay the Utility through payroll withholding over a
maximum of 24 months. No interest is charged on the unpaid balance. ,

Note 6 - TRANSFERS IN LIEU OF PROPERTY TAXES/NOTE RECEIVABLE

By resolution of the Board of Trustees, voluntary transfers in lieu of property taxes are made to
the City of Spencer, Iowa. Cwrently, transfers approximate 5% of gross sales (excluding the
energy cost adjustment), less actual property taxes paid (on the George Neal Generating Station
Unit No. 4) and returned to the City of Spencer, lowa. Additionaily, funds declared to be surplus

can be, a_nd have been, transferred to the C1ty

During 1996 the Utility advanced the City $355 000, of which $266,250 was a loan, to perform
pubhc 1mp10vements in the area of West 1 1% Street in Spencer. The City reimburses the Utility
in equal payments of $26,625 without interest, payable annually on July 1. The balance of this
note at Décember 31, 2006 was $26,625.

Note 7 - NOTE RECEIVABLE — MUNICIPAL, COMMUNICATIONS UTILITY

The Board of Trustees has approved an $8,000,000 line of credit for the Municipal
Communications Utility for use in start-up and construction costs related to bringing the
Communications Utility into operation. The balance of the line of credit at December 31, 2006
was $5,546,000. Outstanding balances bear interest at a rate of 4.5% per annum.

Note 8 — BONDS PAYABLE

: Bo'nds payable activity for the year ended December 31, ZOOGIWHS as follows:

Due
. o ‘Within
Beginning ‘Ending -~ One
Balance Additions  Reductions Balance Year
Series 2000 revenue bonds $6,010,000 $ - $ 465,000  $5,545,000 $490,600
Series 2004 revenue bonds 8,270,000 - 490,000 7,780,000 495,000
Total_revenue bonds $14,280,000 $ - % 955,000 $13,325,000 $985,000
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MUNICIPAL ELECTRIC UTILITY
OF THE CITY OF SPENCER, IOWA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

Note 8 — BONDS PAYABLE (Continued)

The Series 2000 and 2004 revenue bonds require annual principal payments; due December 1,
and semiannual interest payments, due June 1 and December 1. Interest rates throughout the term
of the bonds range between 1.4% and 5.75 %. The bonds are secured by the future net revenues
of the Utility, Long-term debt matures and bears interest as follows:

Series 2000 Series 2004

Principal Interest = Principal = Imterest .
2007 - $ 490,000 $ 309,292 $§ 495000 - $ 275963
2008 515,000 282,343 510,000 - 265,567
2009 545,000 254,018 520,000 253,583
2010 575,000 224,042 535,000 239,802
2011 610,000 192,418 550,000 224,288
2012-2016 2,810,000 410,270 3,040,000 823,157
2017-2019 - - 2,130,000 187,640
Total $ 5,545,000 $ 1,672,383 $ 7,780,000 $. 2,270,000

The bond resolutions provide certain covenants relating to the collection, ségregation, and
distribution of revenues from customers; places certain restrictions on future borrowing and
leasing or disposition of assets; and requires that minimum insurance coverage be maintained

Restricted Funds -
QOutstanding Electric Revenue Bonds are collateralized by the revenue of the Utility and the

various special funds established by bond covenants. The covenants provide that the revenue of
the Utility is to be used first to pay operating and maintenance expenses of the system and second
to establish and maintain the special finds. Remaining revenues may then be used for any lawful
purpose. The covenants also contain provisions which, among other items, restrict the issuance
of additional revenue bonds unless the special funds noted above contain the required amounts
and certain financial ratios are met. The Utility is in compliance with all significant financial
requirements as of December 31, 2006. '

At December 31, 20006, the special funds consisted of the following: "

Cashand Cash =~ Noncurrent

: - Equivalents Investments - Total
Bond Sinking Fund $ 130,865 $ - $ 130,865
Bond Reserve Fund - 1,585,655 1,585,655
‘Bond Improvement Fund - 751,325 751,325
Total Restricted Net Assets 3 130,865 $ 2,336,980 $ 2,467,845
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MUNICIPAL ELECTRIC UTILITY
OF THE CITY OF SPENCER,; IOWA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

Note 8 - BONDS PAYABLE (Continued)

Monthly deposits into two bond sinking funds are required to establish the amount necessary to
pay the next installments of principal and interest on the 2000 and 2004 Electric Revenue Bonds.
Bond reserve funds for the 2000 and 2004 Electric Revenue Bonds equaled the required balance
at December 31; 2006; therefoie monthly deposits into the fund are not currently reéquired. These
funds may be used to pay principal and interest payments when insuffi clent funds are available in

the sinking fund.

The bond improvement fund balance at December 31, 2006 equaled the mininmm balance
required; thérefore monthly deposits into the fund are not currently required. These funds are to
be used first for principal and interest payments when insufficient funds are available in the
sinking and reserve fimds and second for extraordinary unbudgeted maintenance expenses or
system repairs, renewals and replacements.

Note 9 - RATE MATTERS

Rates of the Utility are established by the Board of Trustees and, as a mumnicipal system, are not
subject to the Iegulatlon of the Utilities Division of the Department of Commerce of the State of

Towa.
Note 10 - NUMBER OF METER CONNECTIONS

The number of meter connections totaled 5,883 at December 31, 2006.

Note 11 - LEASES

The Utility leases electrical generation capacity of a jet turbine generator, its share of the Neal 4
plant, and its share of the Wisdom 2 plant under operating leases to other utilities or their
associations. The revenues from such leases are classified as leased facilities. The Utility’s
investment in these facilities is included in capital assets in service and is set forth as follows:

Jet turbine generator $ 2,53_7,488

Neal 4 plant 4,885,735

Wisdom 2 plant ' 2.314,530
Total 9.737,753

Less accumulated depreciation . 5,767,977
Net investment $ . 3,969,776.
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MUNICIPAL ELECTRIC UTILITY
OF THE CITY OF SPENCER, IOWA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

Note 11 - LEASES (Continued)

The lease of the Neal 4 and Wisdom 2 plant are long-term commitment based on capacity. The
amount is determined by formula based on usage and totaled $322,386 and $212,794,
respectively, in 2006, The leases of the jet turbine generator are both by non-cancelable lease and
a variable lease determined by capacity and totaled $161,771 in:2006. The followingis a
schedule of future minimum rentals on non-cancelable operating leases on the jet turbine
generator as of December 31, 2006:

2007 | | $ 65,000 |

2008 : _ - 65,000
2009 - - _ : : - 65,000
2010 g : - 65,000
2011 _ oo . 65,000 .
Total minimum lease payment receivable $.325,000.

The Utility leases bandwidth, property, and building space to the Water Utility and
Communications Utility. The revenues from such leases are classified as leased facilities and
totaled $409,337 in 2006. The leases are 20-year variable leases based on band\mdth and space
utilized. At December 31, 2006, $3,049 is recorded as a receivable.

The Utility leases building space from the Water Utility. The expense from the lease is classified
as operating expense. The lease is a monthly lease based on building space utilized and totaled
$8,004 in 2006 At December 31, 2006, $663 is recorded as a payable.

Note 12 - RETIREMENT SYSTEM

IPERS
“The Utility contributes to the Iowa Public Employees Retirement System (IPERS) which is a

cost-sharing multiple-employer defined benefit pension plan administered by the State of Towa.
IPERS provides retirement and death benefits which are established by state statute to plan
members and beneficiaries, TPERS issues a publicly available financial report that includes
financial statements and required supplementary information. The report may be obtained by
writing to IPERS, PO Box 9117, Des Moines, Iowa, 50306-9117.

Plan members are required to contribute 3.70% of their annual covered salary and the Utility is
required to contribute 5.75% of annual covered payroll. Contributiod requirements are
established by State statute. [he Utility’s contributions to IPERS for the years ended December
31, 2006, 2005 and 2004 were $87,914, $85,741, and $75,592, respectively, equal to the required

contributions for each year.

_90 -



MUNICIPAL ELECTRIC UTILITY
OF THE CITY OF SPENCER, IOWA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

Note 12 - RETIREMENT SYSTEM (Continued)

Employees Pension Plan '
All full-time employees of the Electric Utility who have completed six months of contlnuous

employment and are 21 years of age are e11g1b1e to participate in a Money Accumulation Pension
Plan administered by Copeland Plan services. The Plan is a defined contribution plan of the
money purchase type, intended to qualify under Internal Revenue service Code Section 401(a),
funded by a combination of employee and employer contributions. Employees electing to
participate are required to contribute 2% of their compensation, and they may contribute an
additional amount of not less than 1% and not more than 10% of their compensation. The Utility
contributes 8% of the employees’ compensation for all employees electing to participate.

The Electric Utility’s confribution to the Money Accumulation Pension Plan for 2006 totaled
$132,752.

Note 13 - RISK MANAGEMENT

The Electric Utility is exposed to various risks of loss related to torts; theft, damage to and
destruction of assets; errors and omissions; injuries to employees; and natural disasters. These
risks are covered by the purchase of commercial insurance. The Utility assumes Hability for any
deductible and claims in excess of coverage limits. Settled claims from these risks have not
exceeded commercial insurance coverage in any of the past three fiscal years. The Utility, as is
typical in the electric power industry, does not insure its transmission lines due to the high cost of

such coverage.
Note 14 - RELATED PARTIES

The Electric Utility, Water Utility and Communications Utility of the City of Spencer, Iowa
exchange services in the normal course of business.

TIwo members of the Board of Trustees hold non-controlling interests in a financial institution
where the Utility maintains cash balances.

Additional related party items are included in Notes 7 and 11.

Note 15 - COMMITMENTS

During 2003, the Electric Utility entered into an agreement to purchase a 1 07% ownership in the
generating facilities at Council Bluffs 4. The plant is expected to be in production in 2007. The
commitment of Spencer Municipal Utilities, in order to maintain its percentage of ownership, is
expected to approximate $13,600,000. Approximately $9,584,049 had been paid or accrued
resulting in a future commitment of approximately $4,015,951. Future payments by the Utility
would be required as consfiuction progresses.
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MUNICIPAL ELECTRIC UTILITY
OF THE CITY OF SPENCER, IOWA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

COMMITMENTS (Continued)

During 2006, the Electric Utility entered into an economic development loan funding agreement
with the City of Spencer. The Utility agreed to loan to the City $475,000 of which none has been
advanced as of December 31, 2006, The purpose of the loan is to fund the economic
development 1oa.n to Shme BIOS Corp.

During 2005, ‘the Electric Utility provided a letter of support to continue ﬁmdmg Towa Great
Lakes Corridor of Opportunity at a level of $12,500 per year for four years.
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MUNICIPAL ELECTRIC UTILITY
OF THE CITY OF SPENCER, IOWA
BUDGETARY COMPARISON SCHEDULE OF RECEIPTS, DISBURSEMENTS
AND CHANGES IN'NET ASSETS -~ BUDGET AND ACTUAL (CASH BASIS)
REQUIRED SUPPLEMENTARY INFORMATION
FOR YEAR ENDED DECEMBER 31, 2006

Final to
Budgeted Amounts Actual Actual Variance
Original Amended
Receipts: -
Municipal Electric Utility $ 13,577,922
Municipal Water Utility 1,067,281
Municipal Communications Utility 7,775,827
Total Receipts 20,622,000 $ 23,359,250 22,421,030 5 938,220
Expenditures:
Municipal Electric Utility 17,776,682
Municipal Water Utility 1,490,498
Municipal Communications Utility 5,772,135
Total Expenditures 25,497,730 25,333,464 25,039,315 294,149
Excess (Deficiency) of Revenues
Over Expenditures (4,875,730) (1,974,214) (2,618,285) 644,071
Other Financing Sources (Uses);
Transters In - - - -
T1ansfers Out (2,000,000) (2,250,000) - (2,250,000)
Total Other Financing Sources (Uses) (2,000,000) (2,250,000) - (2,250,000)
Net Change in Net Assets (6,875,730) (4,224,214) (2,618,285) (1,605,929)
Net Assets at Beginning of Year 32,087,108 32,087,108 25,723,701 6,363,407
Net Assets at End of Year $§ 25,211,378 $ 27,862,894 § 23,105,416 $ 4757478

See Accompanying Independent Auditors' Report
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MUNICIPAL ELECTRIC UTILITY
OF THE CITY OF SPENCER, IOWA

BUDGET TO GAAP RECONCILIATION
REQUIRED SUPPLEMENTARY INFORMATION
FOR YEAR ENDED DECEMBER 31, 2006

Receipis: .
Municipal Electric Utility
Municipal Water Utility
Municipal Communications Utility
T'otal Receipts

Expenditures:
Municipal Electric Utility
Municipal Water Utility
Municipal Communications Utility
Total Expenditures

Net Change in Net Assets
Net Assets at Beginning of Year

Net Assets at End of Year

Cash Accrual Accrual
Basis Adjustments Basis
13,577,922 925,665 $ 12,652,257
1,067,281 (185,827) 1,253,108
7,775,827 (622,941) 8,398,768
723,421,030 116,397 22,304,133
17,776,682 7,098,329 10,678,353
1,490,498 326,413 1,164,085
5,772,135 948,043 4,824,092
75,039,315 8,372,785 16,666,530
(2,618,285) (8,255,888) 5,637,603
25,723,701 27,823,963 53,547,664
23,105,416 19,568,075 § 59,185,267

See Accompanying Independent Auditors' Report
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MUNICTIPAL ELECTRIC UTILITY
OF THE CITY OF SPENCER, IOWA
NOTES TO REQUIRED SUPPLEMENTARY INFORMATION —
BUDGETARY REPORTING
YEAR ENDED DECEMBER 31, 2006

The budgetary comparison is presented as Required Supplementary Information in accordance
with Government Accounting Standards Board Statement No. 41 for governments with
significant budgetary perspective differences resulting from not being able to present budgetary
comparisons for each individual utility.

In accordance with the Code of Towa, Spencer Municipal Utilities anmually adopts a combined
budget on the cash basis for the Municipal Electric Utility, Municipal Water Utility, and
Municipal Communications Utility of the City of Spencer, Iowa following required public notice
and hearing. The annual budget may be amended during the year utilizing similar statutorily
presctribed procedures. Encumbrances are not recognized and appropriations lapse at year-end.

Formal and legal budgetary control is based upon nine major classes of disbursements, known as
functions, not by fund. These functions are public safety, public works, health and social
services, culture and recreation, community and economic development, general government,
debt service, capital projects, and business type activities. Al Utility disbursements are included
in business type activities function and are required to be budgeted. During the year, one budget
amendment decreased budgeted disbursements by $164,266. This budget amendment is reflected

in the final budgeted amounts.
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* WILLIAMS#®

8 COMPANYpC Certified Public Accountants

Certified Public Accountants

INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Board of Trustees
Spencer Municipal Utilities — Municipal Electric Utility
Spencet, IA 51301 -

We have audited the financial statements of the Municipal Electric Utility of the City of Spencer, lowa

(the Utility) as of and for the year ended December 31, 2006, and have issued our report thereon dated

March 20, 2007. We conducted our audit in accordance with U.S. generally accepted auditing standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller

(General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit we considered the Utility’s internal control over financial reporiing
in order to determine our auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide assurance on the inteinal control over financial reporting. :

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the utility’s ability to initiate, authorize, record, process, or
report financial data reliably in accordance with generally accepied accounting principles such that there
is more than a remote likelihood that a misstatement of the untility’s financial statements that is more than
inconsequential will not be prevented or detected by the utility’s internal control

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
mote than a remote likelihood that a material misstatement of the financial statements will not be

prevented or detected by the utility’s internal control.

Our consideration of the internal control over financial reporting would not necessarily disclose all
matters in the internal control that might be reportable material weaknesses. We noted no matters
involving the internal control over financial reporting and its operation that we consider to be material

weaknesses.

203 North Grand Avenue RO Box 908 Spencen, lowa 51301 -0208
712-2682-1500 -~ &AX 712-262-2920



Compliance and OQther Matters

As part of obtaining reasonable assurance about whether the Utility’s financial statements are free of
material misstatement, we performed tests of its compliance with cettain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not expréss such an opinion. . The
results of our tests disclosed no instances of noncompliance or other matters that are required to be

reported under Government Auditing Standards.

Comments involving statutory and other legal matters about the Utility’s operations for the year ended
December 31, 2006 are baséd exclusively on knowledge obtained from procedures performed-during owr
audit of the financial statements of the Utility. " Since our audit was based on tests and samples, not all
transactions that might have had an impact on the comments were necessarily audited. The comments
involving statutory and other legal matters are not intended to constitute legal interpretations of those

statutes.
This report, a public record by law, is intended solely for the information and use of the ofﬁciais' and

employees of Spencer Municipal Utilities, the citizens of the City of Spencer and other parties to whom
Spencer Municipal Utilities may report. This report is not intended to be and should not be used by

anyone other than these specified parties.

Ll +Cornpany O
Certified Public Accountants

Spencer, Iowa
March 20, 2007
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SPENCER MUNICIPAL UTILITIES
MUNICIPAL ELECTRIC UTILITY
SCHEDULE OF FINDINGS
YEAR ENDED DECEMBER 31, 2006

Part I: Findings Related to the Financial Statements

No matters were noted.
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SPENCER MUNICIPAL UTILITIES
MUNICIPAL ELECTRIC UTILITY
SCHEDULE OF FINDINGS
YEAR ENDED DECEMBER 31, 2006

Part H:Other Findings Related to Required Statutory Reporting

I1-A-06 Certified Budget — Disbursements during the year ended December 31, 2006 did not exceed the
amounts budgeted in the business type activities function. '

I1-B-06 Questionable Expenditures — No expenditures were noted which did not meet the requirements of
public purpose as defined in an Attorney General’s opinion dated April 25, 1979.

[-C-06 Iravel Expenses — No expenditures of the Utility’s money for travel expenses of spouses of
Utility’s officials or employees were noted.

-D-06 Business Transactions — Business transactions between Utility and Utility officials and employees
are detailed as follows:

Name, Title and Business Connection Transaction Description Amount
Tom Howe, Board Member
Part owner of H & N Chevrolet Maintenance & Repairs $ 3,248

Dave Hultgren, Board Member
Owner, Northwest Equipment Maintenance & Repairs $ 467

Rachel, Rebecca and Ryan Florke
Children of employee Cleaning Services $ 1,838

In accordance with Chapter 362 5(10) of the Code of Towa, the transactions with Board Member
Howe do not appear to represent conflicts of interest since competitive bids were accepted in
regard to maintenance and repairs. The transactions with Board Member Iultgren and for
cleaning services do not appear to represent conflicts of interest since total transactions with each
were less than $1,500 during the year.

II-E-06 Bond Coverage — Surety bond coverage of Spencer Municipal Utilities” officials and employees
is in accordance with statutory provisions. The amount of coverage should be reviewed annually
to insure that the coverage is adequate for current operations.

II-F-06 Board Minutes — No transactions were found that we believe should have been approved in the
Board minutes but were not.

II-G-06 Revenue Bonds — As of December 31, 2006, the Utility had complied with all significant
financial requirements related to its Electric Revenue Bonds, Series 2000, and Electric Revenue

Bonds, Series 2004.

II-H-06 Deposits and Investments — No instances of non-compliance with the deposit and investment
provisions of Chapter 12(B) and 12(c) of the Code of Iowa and the Utility’s investment policy

were noted.
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WILLIAMS#®

8 COMPANYPC Certified Public Accountants

Certified Public Accountants

INDEPENDENT AUDITORS’ REPORT

Board of Trustees
Spencer Municipal Utilities — Municipal Water Utlhty

Spencer, IA 51301

We have audited the accompanying balance sheet of the Municipal Water Utility of the City.of Spencer,
Towa (the Utility) as of December 31, 2006 and the related statements of tevenues, expenses, and changes
in net assets and cash flows for the year then ended. These financial statements are the responsibility of
the Utility’s management. Our responsibility is to express an opinion on these financial statements based

on out audit.

We conducted our audit in accordance with U.S. generally accepied auditing standaids and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptrolier .
General of the United States. Those standards require that we plan and perform the audit to obtain -
reasonable assurance about whether the financial statements are free of material misstatement. An aundit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates -
made by management, as well as evaluating the overall financial statement presentation. We believe that

our audit provides a reasonable basis f01 our op1n10n

In our opinion, the financial statements refen'ed to above present fairly, in all material respects,'the_.
financial position of the Utility as of December 31, 2006, and the respective changes in its financial
position and its cash flows for the yeax then ended in confomuty with U.S. generally accepted accountmg

prmclples

In accordance with Government Auditing Standards, we have also issued our report dated March 20, 2007
on our consideration of the Utility’s internal control over financial reporting and our tests of'its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing and not to provide an opinion on the internal
control over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be considered in assessing the results of our

audit.

Management’s Discussion and Analysis and budgetary comparison information on pages 31 through 33
and 48 through 50 are nota required part of the basic financial statements but are supplementary
mformation required by the Governmental Accounting Standards Board. We have applied certain limited
procedures, which consisted principally of inquiries of management, regarding the methods of
measurements and presentation of the é.upplementa}:y information. However, we did not audit the

information and express no opinion on it.
wtﬂjf ¥ Wcm Pe

Certified Public Accountants

Spencer, Iowa
March 20, 2007

203 North Grand Avenue P.O. Bg@ 208 Spencenr, lowa 51301-0908
712-262-1500 AX 712-282-28920



MANAGEMENT’S DISCUSSION AND ANALYSES

The purpdse of Management’s Discussion and Analysis (MD&A) is to provide the reader with an
infroduction to the financial statements. Our discussion and analysis of the Municipal Water Utility
(Utility) of the City of Spencer, Iowa’s financial performance provides an overview of the Utility’s
financial activities for the year ended December 31, 2006.

The following information should be read in conjunction with the financial statements and the
accompanying notes to the financial statements that follow this section.

2006 Financial Highlights
The Utility delivered approximately 471,755,000 gallons of water to its retail customers in 2006

cornpaled to approxmlately 460,302,000 gaﬂons in 2005,

The Ut111ty s net assets increased by $89,023 to $7,231,821 as a result of operations for the year ended
Dvcember 31 2006.

Overview of the Financial Statements '
The balance sheeét includes the Utility’s assets and Liabilities and prov1des information about the nature -

and amounts of investments in resources (assets) and the obligations to cr edltors (hab111t1es)

The statement of r€venues, expenses and changes in net assets report all revenues and expenses incurr ed -
during the fiscal year. : :

‘The statements of cash flows present cash receipts, cash disbursements, and net changes in cash Iesultlng
from operanons capltal and Ielated ﬁnancmg activities and: mvestmg activities. :

The notes to the’ ﬁnanc:lal statements provide the required d1sclos:11 es and other mforma’uon that is
necessary to give the reader a complete understanding of the data provided in the statements. The notes .
present information about the Utility’s accounting policies, material risks, obligations, commitments,

contingencies and subsequent events.

-371 -



MANAGEMENT’S DISCUSSION AND ANALYSIS — Continued

Condensed Financial Information

The following condensed financial information serves as the key financial data and indicators for

management, monitoring, and planning,

Condensed Balance Sheet
2006 - 2005 -

Current assets $2,852,802 $3,390,846
Capital assets, net of depr.. 4,924,548 4,607,674
Noncurrent asgets 1.208.285 1.014.320
Total assets 8,985,635 9,012,840
Curent liabilitiés 597,814 65 1,042
Long-term debt 1,156,000 - 1,219,000
Total Tiabilities. 1,753.814 1.870.042
Investments in capital assets, net _

of related debt 3,705,548 3,342,994
Restricted 195,189 194,108
Unrestricted 3.331.084 3,606,696
Total net assets 7.231.821 7,142,798 -
Total liabilities and net assets $8,985,635 $9.012.840

Cdndel_lseq Statement of Revenues, Expenses and Changes in Net Assets
2006- 2005

Sales of water $ 984,667 $ 865,532 -
Other 33,243 38,022
Total operating revenue 1,017,910

System operdtion & maintenance 653,296 611,618
Depreciation & amortization 297,662 263,034
Customer service & administration 119.372 114,187
Total operating expenses 1.070,330 988.839
Operating income (loss) (52,420) (85,285)
Interest i1_1c:ome 112,253 122,255
Interest expense (47,591) (49,203)
Other income (expense) 76.781 215.649
Total non-operating revenues 141,443 288,701
Change in net assets 89,023 203,416
Net assets, beginning of year 7,142,798 6,939,382
Net assets, end of year $7.231.821 $7.142 798

1 903.554 -



MANAGEMENT’S DISCUSSION AND ANALYSIS — Continued

Financial Analysis
The Utility’s total assets decreased by approximately $27,000.

The Utility’s gross revenues increased by approximately $119,000 or 13.22%.

Total operating expenses increased by aplﬁroximately $47,000 due to increased expenses related to the
water plant operation and maintenance and distribution maintenance.

Total operating loss generated in 2006 was $52,420 compared to $85,285 in 2005.

Utility non-operating income (expense) resulted in additional income of $141,443 during the year ended
December 31, 2006. Contributions in Aid of Construction totaled $105,614 for the year ended December
31, 2006 compa;red to $249 138 for the yea:r ended December 31, 2005. :

The Utility had a net income of $89,023 for the year ended December 31, 2006 compated to $203,415 for
the year ended Decembel 31, 2005.

Capital Assets and Debt Administration
Net capital assets increased by approximately $316,000 due to construction of Watet mains dunng the

year ended December 31, 2006,

Economic Factors
During the year ended December. 31, 2006, the Utility experienced a net income due to significant

Contributions in Aid of Construction, Because of the net operating loss, the Board of Trustees adopted a
rate adjustment effective with consumption begmmng February 26, 2007, This rate ad]ustment will
increase revenues by approximately $110,000. - .

Contacting the Utlilty’s Financial Management
This financial report is designed to present our citizens, customers, ‘and creditors W1th a genexal overview

of the Utility’s finances and operating activitics. If you have any questions or require additional
information please contact the Business Manager 712 Grand Ave, PO Box 222, Spencer, Iowa 51301.

-33-



THIS PAGE INTENTIONALLY LEFT BLANK'



MUNICIPAL WATER UTILITY
OF THE CITY OF SPENCER, IOWA
BALANCE SHEET
DECEMBER 31, 2006

ASSETS

Capital Assets:
Plant in Service
Accumulated Depreciation
Net Plant in Service
Construction in Progress

Total Capital Assets

Noncurrent Assets:
Cash and Cash Equivalents
Restricted
Noncurrent Investments
Board Designated

Total Noncurrent Assets

Current Assets:

Cash and Cash Equivalents
Unrestricted
Board Designated

Accounts Receivable (Net of Allowance for Doubtful
Accounts of $5,000)

Unbilled Usage

Materials And Supplies Inventory

Prepayments and Other

Total Current Assets

Deferred Costs:
Unamortized Bond Issue Costs

Total Assets

See Accompanying Notes to Financial Statements
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10,376,587
(5,566,598)

4,309,989
114,559

4,924,548

195,189

1,000,000

1,195,189

381,282
2,098,106

241,894
37,494
87,502

6,524

2,852,802

13,096

8,985,635




MUNICIPAL WATER UTILITY
OF THE CITY OF SPENCER, IOWA
BALANCE SHBEET
DECEMBER 31,2006

LIABILITIES AND NET ASSETS

Bonds Payable:
Bonds Payable
Less - Current Maturities

Total Bonds Payable

Current Liabilities:
Accounts Payable
Payroll and Sales Tax Payable
Accrued Payroll and Compensated Absences
Accrued Interest Payable _
Current Maturities of Long-Term Debt

Total Current Liabilities
Total Liabilities
Net Assets
Invested in Capital Assets, Net of Related Debt
Restricted
Unrestricted
Total Net Assets

Total Liabilities and Net Assets

See Accompanying Notes to Financial Statements
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1,219,000
_ (63,000)

1,156,000

484,196
14315
28,341

7,962
63,000

597,814

1,753,814

3,705,548
195,189
3,331,084

7231,821

8,985,635
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MUNICIPAL WATER UTILITY
OF THE CITY OF SPENCER, IOWA
STATEMENT OF REVENUES, EXPENSES AND
CHANGES IN FUND NET ASSETS
FOR THE YEAR ENDED DECEMBER 31, 2006

Operating Revenues:
Residential $ - 782,464
Commercial 202,203
Rental Income 32,872
Miscellaneous 371
Total Operating Revenues 1,017,910
Oper'ating Expenses:
Treatment 383,420
Distribution 269,876
Depreciation and Amortization 297,662 .
Customer Operations 52,175
General and Administrative 67,197
Total Operating Expenses 1,070,.3-30
Operating Loss (52,420)
Non-Operating Income (Expense): :
Interest Income on Investments 112,253
Contributions From Developers 105,614
Leased Facilities 9,141
Interest Expense (47,591)
Bond Amortization Expense (1,224)
Gain on Plant Retirements 8,190
Payment in Lieu of Property 1axes (44,940)
‘Total Non-Operating Income (Expense) 141,443
Cha"'l'lg_e in Net Assets 89,023
Net Assets at:)Beéihning of Year 7,142,798
Net Assets at End of Year 3 7,23 1,821

See Accompanying Notes to Financial Statements
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MUNICIPAL WATER UTILITY
OF THE CITY OF SPENCER, IOWA
STATEMENTS OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2006

Cash Flows From Operating Activities:

Cash Received From Customers $ ,93. 6,887
Cash Payments to Suppliers for Goods and Services (757,824)
Cdsh Payments to Employees for Services (69,021)
Net Cash Provided By Operating Activities 110,042
Cash Flows From Noncapital Financing Activities: -
Payment in Lieu of Property Taxes (44,940)
Net Cash (Used) By Noncapital Financing Activities : (44;940)
Cash Flows From Capital and Related |
Financing Activities:

Acquisition & Construction of Property and Equipment (509,733)

Cash Received from Sale of Land 9,000

Revenue Bond Principal Repayment (61,000)

Payments Received From Leasing of Facilities 9,141

Interest Paid (47,980)
Net Cash (Used) By Capital and Related o
Financing Activities (600,572)

Cash Flows From Investing Activities: : R

Interest Received From Investments - 112,253

' Net Cash Provided By Investing Activities : 112,.:25 3
Net (Decrease) in Cash (423,217)
‘Cash at Beginning of Year 3,097,794
Cash at End of Year $ 2,674,57‘7
Reconciliation:

Cash and Cash Equivalents : :
Unrestricted b 381,282
Restricted 195,189
Board Designated 2,098,106

h 2,674,577

See Accompanying Notes to Financial Statements
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MUNICIPAL WATER UTILITY
OF THE CITY OF SPENCER, JIOWA
STATEMENTS OF CASH FLOWS (CONTINUED)
FOR THE YEAR ENDED DECEMBER 31, 2006

Reconciliation of Operating Income to Net
Cash Provided by Operating Activities

Operating Loss $ (52,420)
Adjustments to Reconcile Operating Income to _
Net Cash Provided By Operating Activities :
‘Depreciation and Amortization 297,662
(Increase) Decrease in Operating Assets:
Accounts Receivable (51,825).
Unbilled Usage (3,483)
Materials and Supplies Inventory (25,715)
Prepayments 661
Increase (Decrease) in Operating Liabilities: _
Accounts Payable (60,121)
Accrued Payroll and Compensated Absences (1,824)
Accrued Expenses - 7,107
Total Adjustments 162,462
Net Cash Provided By Operating Activities 3 110,042

See Accompanying Notes to Financial Statements
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MUNICIPAL WATER UTTLITY
OF THE CITY OF SPENCER, IOWA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

Note 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A, Organization and Basis of Accounting -

The Municipal Water Utility of the City of Spencer, Iowa (Water Utility or Utlhty) operates as an
independent unit of the City of Spencer ard is managed, along with the Mimicipal Electric Utility
and the Municipal Communication Utility of the City of Spencer, lowa by a five member Board

of TIustees

The Utility follows the accounting practices prescribed through the Federal Energy Regulatory
Commission for regulated utilities and proptictary fund accounting for governmental entities
under accounting principles generally accepted in the United States of America. '

For financial reporting purposes, the Utility has included all funds. The Utility Has also
CC)nSIdCIed all potential component units for which it is financially accountable, and other
organizations for which the nature and significance of their relationship with the Utility are such
that exclusion would cause the Utility’s financial statements to be misleading or incomplete. The
Governmental Accounting Standards Board has set forth criteria to be considered in determining
financial accountability. These ctiteria include appointing a voting majority of an organization’s
governing body, and (1) the ability of the Utility to impose its will on that organization or (2) the
potential for the organization to provide specific benefits to, or impose specific financial burdens
on the Utility. It was determined that the Utility has no component units.

The Utility is not considered to be a component wmit of the City of Spencer for financial statement
purposes. An audit of the City of Spencer for the year ended June 30, 2006 has been completed

and is filed under separate cover.

The Utility’s financial statements are Ieported using the economic resources measurement focus
and the accrual basis of accoun’ang Revenues are recorded when earned and expenses are
recorded when a liability is incurred, regardless of the timing of related cash flows.

In reporting the financial activity of its enterprise fund, the Utility applies all applicable GASB
pronouncements as well as the following pronouncements issued on or before November 30,
1989, unless these pronouncements conflict with or contradict GASB pronouncements: Financial
Accounting Standards Board Statements and Interpretations, Accounting Principles Board
Opinions and Accounting Research Bulletins of the Committee on Accounting Procedure.

The Utility distinguishes operating revenues and expenses from non-operating items. Operating
revenues and expenses generally result from providing services and producing and delivering
goods in connection with the Utility’s principal ongoing operations. The principal operating
revenues of the Utility are charges to customers for sales and services. Operating expenses
include the cost of sales and services, administrative expenses, and depreciation on capital assets.
All revenues and expenses not meeting this definition are reported as non-operating revenues and

expenses.
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MUNICIPAL WATER UTILITY
OF THE CITY OF SPENCER,; IOWA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

Note 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

B Capltal Assets and Depl eciation

Capital assets are stated at original cost When first devoted to pubhc: service. Curr ently, such
costs include labor-related expenditures, such as payroll taxes, pensions, and other fringe benefits
and administrative costs for labor related to the construction of new water facilities. In addition,

net interest costs on construction debt are capitalized.

Replacements and betterments of capital assets are charged to capital assets. Routine
maintenance and repairs are charged to EXpense as incurred.

Depreciation is provided on a stra1ght line basis. Cmtent depI 601&1:1011 expense is apprommately
2. 84% of the 011gma1 cost of depreciable water plant in service. :

The estimated useful hves used io depreciate assets by class are as follows

Infrastructure 40 years:
Buildirigs and Equlpment 520 years

s+ Vehicles ' . 5 years

C. Accounts Receivable
Accounts receivable are stated at the amount the Utility expects to collect from outstanding

balances.” The Utlhty provides for probable uncollectible amounts through a charge to earnings
and a credit to a valuation allowance based on its assessment of the current status of individual
accounts. Balances that are still outstanding after the Utility has used reasonable collection
efforts are written off through a charge to the valuation allowance and a credit to accounts
receivable Changes in the valuation allowance have not been material to the financial

statements.

D. Inventories
Inventories are valued at the lower of cost or market. ‘The average cost method is used for

determining the cost of materials and supplies inventory.: Inventories are recorded as an
expenditure or, if applicable, capitalized when consumed. : :

E. Unamortized Bond Issue Costs
Unamoitized debt issue costs are amortized over the life of the debt on a straight line basis which

approximates the effective interest method.
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MUNICIPAL WATER UTILITY
OF THE CITY OF SPENCER, IOWA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

Note 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Conﬁnued)

F., Net Assets
Net assets represent the difference between assets and habﬂmes in the flnanmal statements. Net

assets invested in capital assets, net of related debt, consists of capital assets, net of accumulated
depreciation; reduced by the outstanding balance of any long-term debt used for acquisition,
construction or improvement of those assets and increased by unspent debt when there are
limitations imposed on their use through external restrictions imposed by creditors, grantors or
laws or regulations of other governments.

The Utility’s policy is to first apply restricted resources when an expense is incurred for purposes
for Whjch both restricted and unrestricted net assets are availabie.

G. Income Taxes : SRR
The Water Utility is exempt from federal and state income taxes beoause itisa govermnental

entity organized under the provisions of Chapter 388 of the Code of Iowa.

H. Revenues and Unbilled Usage
Revenues are based on billing rates, which are applied to customers’ consumptxon of water. The

Utility records estimated unbilled revenue at the end of accounting petiods. Revenues earned, but
not yet billed at December 31, 2006, totaled $37,494.

I. Estimates : '
The preparation of the financial statements in confomuty with U.S. geneI aliy accepted aocountmg

principles requires management to make estimates and assumptions that affect the amounts
reported in the fi nanc1a1 statements and accompanymg notes, Actual resulis may differ fmm

those estimates:

Note 2 - CASH AND CASH EQUIVALENTS AND NONCURRENT INVES’I‘M:ENTS

The Utility’s deposits in bank at December 31, 2006 were entirely covered by fede_rél deﬁository
insurance or by the State Sinking Fund in accordance with Chapter 12C of the Code of Towa
This chapter provides for additional assessments against the depositories to insure there will be no

Ioss of public funds.

The Utility is authorized by statute and Board of Trustees’ approval to invest public funds in
obligations of the United States government, its agencies and instrumentalities; certificates of
deposit and other evidences of deposit at federally insured lowa depository institutions; and the
Iowa Public Agency Investment Trust.

The Utility had investinents in Towa Public Agency Investment Trust which are valued at an
amortized cost of $1,309,858 pursuant to Rule 2a-7 under the Investment Company Act of 1940
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MUNICIPAL WATER UTILITY
OF THE CITY OF SPENCER, IOWA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2606

Note 2 - CASH AND CASH EQUIVALENTS AND NONCURRENT INVESTMENTS (Continued)

Interest Rate Risk - The Utility’s investment policy limits the investment of operating funds
(funds expected to be expended in the current budget year or within 15 months of receipt) in
instruments that mature within 397 days. Funds not identified as operating funds may be invested
In investments with maturities longer than 397 days, but the maturities shall be consistent wit h

the needs and use of the Utility.

Credit Risk — The Utility’s investment in the lowa Public Agency Investment Trust is unrated.

The Utility considers all highly liquid investments with an original rriaturity of three months or
1ess to be cash equivalents for purposes of the statement of cash flows.

Investments are recorded at cost which approximates market. Adjustinents are made to cost for
any premium or discount, which is amortized over the maturity of the investment. Adjustments
are also made to account for the change in accrued interest on respective investments.

Reconciliation of the Utility’s cash and cash equivalents and noncurrent investments is as
follows:

Cash and cash equivalents:

Board designated . $ 2,098,106
Restricted : - 195,189
Unrestricted 381,282
Total cash and cash equivalents 2,674,577

Noncutrent investments: ' : S
Board designated . 1,000,000
Total noncurrent investments 1,000,000

Total cash and cash equivalents and noncurrent investments ~ $. 3,674,577

Note 3 BOARD DESIGNATED FUNDS

The Board of ttustees of the Utlhty has des1gnated certain funds to be placed in a contlngency
reserve account. These fumds, which are from unrestricted net assets, are being designiated for
contingencies such as a natural disaster and cannot be expended without Board approval.

The Board of Trustees of the Utility has designated certain funds to be placed in a replacement
and construction reserve account. These fumds, which are from unrestricted net asséts, are being
designated for replacement of property, plant, and equipment and for new construction. These

funds cannot be expended without Board approval,
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MUNICIPAL WATER UTILITY
OF THE CITY OF SPENCER, IOWA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

Note 3 - BOARD DESIGNATED FUNDS (Continued)

Assets of the funds ag of December 31, 2006 are summarized as follows:

Replacement
and.
Contingency  Construction
Reserve Reserve Total
Cash and cash equivalents $ 469,106 $ 1,629,000 $ 2,098,106
Noncurrent investments : - - 1,000,000 1,000,000
Total $ 469106 $ 2,629,000 $ 3,098,106
Note 4 - CAPITAL ASSETS
Capital assets activity for the year ended December 31, 2006 was as follows:
Beginning Additions and - Deletions and-. - Ending
: Balance Transfers In . Transfers Out. Balance
Capital assets not being S
depreciated: o .
Land $ 259344 3 - 3 (811) $ 258,333
Construction in progiess 2,992 © 353,594 . (344,384) 12,202
Total capital assets not being o o
depreciated 262,336 353,504 ©  (345,195) 270,735
Capital assets being depreciated: - o o
. Infrastructure 5,729,706 ' 560,565 - 6,290,271
Buildings and equipment 3,733,654 45,572 - 3,779,226
Vehicles 130,914 - - 150,914
Total capital assets being T o ‘
depreciated 9,614.274 606,137 - 10,220,411
-Less accumulated depreciation 5,268,936 297,662 - 5,566,598
Total capital assets being . - S _ :
depreciated - net 4345338 308,475 - 4,653,813
Capital assets —net $ 4,607,674 $ 662,069 § (345,195 $ 4,924,548
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MUNICIPAL WATER UTILITY
OF THE CITY OF SPENCER, IOWA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

Note 5- SEWER, STORM WATER, AND SOLID WASTE

P The Electric Utility bills and collects sewer, storm water, and solid waste revenues for the City of
- Spencer. The resulting receivable and corresponding payable are recorded under the Water
Utility. The City of Spencer reimburses the Electric Utility for these services

Note 6 - TRANSFERS IN LIEU OF PROPERTY TAXES
By resolution of the Board of Trustees, voluntary transfers in lieu of property taxes are made to
the City of Spencer, Iowa. Currently, transfers approximate 5% of gross sales. Additionally,
funds declared to be surplus can be, and have been, transferred to the City.

Note 7- BONDS PAYABLE -

Bonds payable activity for the year ended December 31, 2006 was as follows:

Amounts
Beginning Due
Ending Within
Balance Additions Reductions Balance One Year
Seties 2001 revenue bonds $ 1,280,000 8 - § 61,000 $1,219,000 $ 63,000
Total revenue bonds $ 1,280,000 § - $ 61,000 $1,219,000 § 63,000

The Series 2000 revenue bonds require annual principal payments, due December 1, and
sémiannual interest payments, due June 1 and December 1. Interest rate throughout the term of
the bonds is 3.84%. The bords are secured by the future netrevenues of the Utﬂlty Long-texm

debt matures and beais mter est as follows:

Sertes 2000

Principal Interest
2007 $ 63,000 $ 46,810 -
2008 65,000 44,390
2009 : 68,000 41,894 -
2010 70,000 39,283
2011 73,000 36,595
2012-2016 410,000 138,624
2017-2021 470,000 53,606
Total § 1,219,000 $ 401203
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MUNICIPAL WATER UTILITY
OF THE CITY OF SPENCER, IOWA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31,2006

Note 7 —BONDS PAYABLE (Continucd)

The bond resolutions provide certain covenants relating to the collection, segregation, and
distribution of revenues from customers; places certain restrictions on future borrowing and
leasing or disposition of assets; and requires that minimum insurance coverage be maintained.

Restricted Funds
Outstanding Water Revenue Bonds are collateralized by the revenue of the Utility and the vatious

special funds established by bond covenants, The covenants provide that the revenue of the
Utility is to be used first to pay operating and maintenance expenses of the system and second to

- establish and maintain the special funds. Remaining revenues may then be used for any lawful
purpose. The covenants also contain provisions which, among other items, restrict the issuance
of additional revenue bonds unless the special funds noted above contain the required amounts
and certain financial ratios are met. The Utility is in compliance with all significant financial
requirements as of December 31, 2006.

At December 31, 2006, the special funds consisted of the following:

Total
Bond Sixﬂdng Fund $ 80,189
Bond Reserve Fund 115,000
‘Total . $ 195,189

- Monthly deposits into the bond sinking fund are required to establish the amount necessary to pay
the next installments of principal and interest. The bond reserve fund at December 31, 2006
equaled the required balance; therefore monthly deposits into the fund are not currently required.
These funds may be used to pay principal and interest payments when insufficient funds are
available in the sinking fund.

Note 8 - RATE MATTERS

Rates of the Utility are established by the Board of Trustees and, as a municipal system, are not
subject to the regulation of the Utilities Division of the Department of Commerce of the State of

Towa.

Note 9 - NUMBER. OF METER CONNECTIONS

The number of metér connections totaled 5,611 at December 31, 2006
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MUNICIPAL WATER UTILITY
OF THE CITY OF SPENCER, IOWA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

Note 10 - LEASES

P The Utility leases building space to the Electric Utility and Communication Utility. The revenues
from such leases are classified as leased facilities. The leases aré monthly leases based on
buzldmg space utilized and totaled $9,974 in 2006 No amount is Ieeewab}e at Deeembet 31,

20006,

The Utility lease bandwidth and building space from the Electric Utility. The expense from such
leases is classified as operating expense. The lease is a 20-year variable lease based on
bandwidth and space utilized and totaled $21,120 in 2006. No amount is payable at Décember

31, 2006.

Note 11 - RETIREMENT SYSTEM

IPERS !
The Utility contributes to the Iowa Public Employees Retirement System (IPERS) whlch isa

cost-sharing, multiple-employer defined benefit pension plan administered by the State of Towa.
IPERS provides retirement and death benefits which are established by state statute to plan
member and beneficiaries. TPERS issues a publicly available financial report that includes
financial statements and required supplementary information. The report may be obtained by
writing to IPERS PO Box 9117, Des Momes Iowa, 50306-911 7

Plan membets are required to contribute 3.7% of theu annual covered salaxy and the Ut111ty is
required to contribute 5.75% of annual covered payroll. Contribution requirements are -
established by State statute. The Utility’s contributions to IPERS for the years ended December
31, 2006,2005 and 2004 were $15,922, $14 133and $12 341 Iespecnvely, equal to the required

contributions for each year.

EMPLOYEES PENSION PLAN

All full-time employees of the Water Utility who have completed six months of continuous
employment and are 21 years of age are eligible to participate in 2 Money Accumulation Pension
Plan administered by Copeland Plan Services. The Plan is a defined contribution plan of the
money purchase type, intended to qualify under Internal Revenue Service Code Section 401(a),
funded by a combination of employee and employer contributions. Employees electing to
participate are required to contribute 2% of their compensation, and they may contribute an
additional amount of not less than 1% and not more than 10% of their compensation. 1he Utility
contributes 8% of the employees’ compensation for all employees electing to participate.

The Water Utility’s contribution to the Money Accumulation Pension Plan for 2006 totaled
$21,519.
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Note 12

MUNICIPAL WATER UTILITY
OF THE CTITY OF SPENCER, IOWA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

- RISK MANAGEMENT

The Water Utility is exposed to various risks of loss related to torts; theft, damage to and
desfruction of assets; errors and omissions; injuries to employees; and natural disasters. These
risks are covered by the purchase of commercial insurance. The Utlhty assumes 11ab111ty for any
deductible and claims in excess of coverage limitations. Settled claims from these rigks have not
exceeded commercial insurance coverage in any of the past three fiscal years.

Note 13 - RELATED PARTIES

The Electric Utlhty, Water Utility, and Communications Utility of the City of Spencer, Iowa
exchange services in the normal course of business.

Two members of the Board of Trustees hold non-controlling interests in a financial institution
where the Utﬂlty maintains cash balances

| Addlt;tonal Ielated pa.rty 1tems are mcluded in Note 10.

Note 14 - comnnmims |

During 2005 and 2006, the Water Utility entered into a construction contriact totaling '
approximately $448,790 for maintenance to the distribution system to be completed in 2006 and

2007. $403,431 was-paid as of December 31, 2006.

During 2006, th,é-Water Utility entered in é consﬁuc__tibn coniract totaling_$.3_86,284 fbr"

construction of the southwest feeder water main extension to be completed in 2007. No payments
have been made as of December 31, 2006,
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MUNICIPAL WATER UTILITY
OF THE CITY OF SPENCER, IOWA
SCHEDULE OF REVENUES, EXPENDITURES, AND
CHANGES IN FUND BALANCE, BUDGET AND ACTUAL, ALL
GOVERNMENTAL FUNDS AND PROPRIETARY FUND - CASH BASIS
FOR YEAR ENDED DECEMBER 31, 2006

Final to
Budgeted Amounts Actual Actual Variance
Original Amended o
Receipts: Cos ‘
Municipal Electiic Utility $ 13,577,922
Municipal Water Utility 1,067,281
Municipal Communications Utility 7,775,827
Total Receipts $ 20,622,000 $ 23,359,250 22,421,030 - $. 938,220
Expenditures: - . _—
Municipal Electric Utility 17,776,682
Municipal Water Utility 1,490,498
Municipal Communications Utility . 5,772,135
Total Expenditures 25,497,730 25,333,464 25,039,315 294149
Excess (Deficiéhcy)‘ of Revenues
Over Expenditures (4,875,730) (1,974,214} (2,618,285) 644,071
Other Financing Sources (Uses);
Transters In - - - -
Transfers Out (2,000,000) (2,250,000) - (2,250,000)
Total Other Financing Sources (Uses) (2,000,000) (2,250,000) - (2,250,000)
Net Change in Net Assets (6,875,730) (4,224,214) (2,618,285) (1,605,929)
Net Assets at Beginning of Year 32,087,108 32,087,108 25,723,701 6,363,407

Net Assets at Ead of Year

$ 25,211,378

$ 27,862,894 § 23,105,416

$ 4,757,478

See Accompanying Independent Auditors’ Report
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MUNICIPAL WATER UTILITY
.OF THE CITY OF SPENCER; IOWA
BUDGET TO GAAP RECONCILIATION
FOR YEAR ENDED DECEMBER 31, 2006 .

Cash Accrual Accrual
Basis Adjustments Basis
Receipts: _
Municipal Electric Utility $ 13,577,922 3 925,665 $ 12,652,257
Municipal Water Utility 1,067,281 (185,827) 1,253,108
Municipal Communications Utility 7,775,827 (622,941) 8,398,768 -
Total Recelipts 22,421,030 116,897 22,304,133
Expenditures: - .
Municipal Electric Utility 17,776,682 7,098,329 10,678,353
Municipal Water Utility 1,490,498 326,413 1,164,085
Municipal Communications Utility 5,772,135 948,043 4,824,002
Total Expenditines 25,039,315 8,372,785 16,666,530
Net Change in Net Assets (2,618,285) (8,255,388) 5,637,603
Net Assets at Beginning of Year 25,723,701 27,823,963 53,547,664 _
" Net Assets at End of Year $ 23,105,416 $ 19,568,075 $ 59,185,267

See Accompanying Independent Auditors' Report
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MUNICIPAL WATER UTILITY
OF THE CITY OF SPENCER, IOWA
NOTES TO REQUIRED SUPPLEMENTARY INFORMATION —
BUDGETARY REPORTING
YEAR ENDED DECEMBER 31, 2006

The budgetary comparison is presented as Required Supplementary Information in accordance
with Government Accounting Standards Board Statement No. 41 for governments with
significant budgetary perspective differences resulting from not being able to present budgetary

comparisons for each individual utility.

In accordance with the Code of Towa, Spencer Municipal Utilities annually adopts a combined
budget on the cash basis for the Municipal Electric Utility, Municipal Water Utility, and
Municipal Communications Utility of the City of Spencer, lowa following required public notice
and hearing. The annual budget may be amended during the year utilizing similar statutorily
prescribed procedures. Encumbrances are not recognized and appropriations lapse at year-end.

Formal and legal budgetary control is based upon nine majoz classes of disbursements, known as
functions, not by fund. These functions are public safety, public works, health and social
services, culture and recreation, community and economic development, general government,
debt service, capital projects and business type activities function and are required to be budgeted.
During the year, one budget amendment decreased budgeted disbursements by $164,266. This
budget amendment is reflected in the final budgeted amounts,
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WILLIAMS#®

8 COMPANYPC ) Certified Public Accountants

Certified Public Accountants

INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
"BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN'ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Board of Trustees
Spencer Municipal Uhl;tzes — Mm11<:1pal Water Utility

Spencef IA 51301

We have audited the financial statements of the Municipal Water Utlhty of the City of Spencer Towa (the
Utility) as of and for the year ended December 31, 2006, and have issued our report thercon dated March
20, 2007. We conducted our audit in accordance with U.S. generally accepted auditing standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller

General of the United States.

Internal Control 0ve_r' Financial Reporting

In plé.nning and peIfOIIming”ou.t audit Wé considered the Utility’s internal control over financial reporting
in order to determifne our anditing pxocedures for the purpose of expressing our opinion on the financial
statements and not to provide assurance on the internal control over financial tepoxtmg

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal coutse of performing their assigned functions, to prevent or detect
misstatéments on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the utility’s ability to initiate, aunthorize, record, process, or
report financial data reliably in accordance with generally accepted accounting principles such that there
is more than a remote likelihood that a misstatement of the utility’s financial statements that is more than
inconsequential will not be prevented or detected by the utility’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that a material misstatement of the financial statements will not be

prevented or detected by the utility’s internal control.

Our consideration of the internal control over finaneial reporting would not necessaiily disclose all
matters in the internal control that might be reportable material weaknesses. We noted no matters
involving the internal control over financial reporting and its operation that we consider to be material

weaknesses.

203 North Grand Avenue F.O. Box 9083 Spencenr, lowa 51301-09083
712-262-1500 -5FAX 712-2682-2920



Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Utility’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance or other matters that are required to be

reported under Government Auditing Standards.

Comments involving statutory and other legal matters about the Utility’s operations for the year ended
December 31, 2006 are based exclusively on knowledge obtained from procedures performed during our
audit of the ﬁnanmal statements of the Utility. Since our audit was based on tests and samples not all
transactions that might have had an impact on the comments were necessanly audlted ‘The comments
involving statutory and other le gal matters are not intended to constitute legal interpr etations of those

statuies

This report, a public record by law, is intended solely for the mformatmn and use of the ofﬁcmls and
employees of ‘Spencer Municipal Utilities, the citizens of the City of Spencer and other parties to whom
Spencer Municipal Utilities may repoit. - This Ieport is not intended to be and should not be used by

anyone other than these specified parties.

LO(M)&/M \LCBWLP oy &

CeItlﬁed Pubhc Accountants

Spenéér, Towa
March 20, 2007
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SPENCER MUNICIPAL UTILITIES
MUNICIPAL WATER UTILITY
: SCHEDULE OF FINDINGS
FOR THE YEAR ENDED DECEMBER 31, 2006
Part I: Findings Related to the Financial Statements

- No matters were noted.

- 53~



SPENCER MUNICIPAL UTILITIES
MUNICIPAL WATER UTILITY
SCHEDULE OF FINDINGS
YEAR ENDED DECEMBER 31, 2006

Part II: Other Findings Related to Required Statutory Reporting

II-A-06 Certified Budget - Disbursements during the year ended December 31, 2006 did not
exceed the amounts budgeted in the business type activities function.

II-B-06 Questionable Expenditures — We noted no expenditures that we believe may not meet the
requirements of public purpose as defined in an Attorney General’s opinion dated April

25,1979,

II-C-06 Travel Expenses — No expenditures of Utility’s money for travel expenses of spouses of
Utility’s officials or employees were noted.

1I-D-06 Business Transactions — No business transactions between the Utility and Utility officials
or employees were noted.

TI-E-06 Bond Coverage — Surety bond coverage of Spencer Municipal Utilities’ officials and
employees is in accordance with statutory provisions. The amount of coverage should be
reviewed annually to insure that the coverage is adequate for current operations,

TI-F-06 Board Minutes — No transactions were found that we believe should have been approved
in the Board minutes but were not.

II-G-06 Revenue Bonds — As of December 31, 2006, the Utility is in compliance with all
significant financial requirements related to its Water Revenue Bond, Series 2000

II-H-06 Deposits and Investments — No instances of non-compliance with the deposit and
investment provisions of Chapter 12(B) and 12(c) of the Code of lowa and the Utilitys

investment policy were noted.
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8 COMPANYP C. Certified Public Accountants

Certified Public Accountants

INDEPENDENT AUDITORS’ REPORT

Board of Trustees
Spencer Municipal Utilities -- Municipal Communications Utility
Spencer, [A 51301

We have audited the accompanying balance sheet of the Municipal Communications Utility of the City of
Spencet, Towa (the Utility) as of December 31, 2006 and the related statements of revenues, expenses; and
changes in net assets and cash flows for the vear then ended. These financial statements are the . -
responsibility of the Utility’s management. Qur responsibility is to express an opmmn on these financial

statement$ based on out audit.

We conducted our audit in accordance with U.S. generally accepted auditing standards and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States. Those standards require that we plan and perform the audit to obtain -
reasofiable assurance about whether the financial statements are free of material misstatement. . An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that -

our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Utility as of December 31, 2006, and the respective changes in its financial -
position and its cash flows for the year then ended in conformity wﬂ:h u. S gener ally accepted accountmg

pt mmples

In accordance with Goverriment Auditing Standards, we have also issued our report dated March 20, 2007
on our consideration of the Utility’s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing and not to provide an opinion on the mternal
control over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be considered in assessing the results of our

audit.

Management’s Discussion and Analysis and budgetary comparison information on pages 56 through 58
and 70 through 72 are not a required part of the basic financial statements but are supplementary
information required by the Goveinmental Accounting Standards Board. We have applied certain limited
procedures, which consisted principally of inquiries of management, regarding the methods of
measurements and presentation of the supplementary information. However, we did not audit the
information and express no opinion on it.

LLLLLICWHJS *Cm mﬁl nf

Certified Public Accountants

Spencer, lowa
March 20, 2007

203 North Grand Avenue F.O. Box 908 Spencenr, lowa 51301 -0908
712-262-1500 -3FAX 712-262-2920



MANAGEMENT’S DISCUSSION AND ANALYSIS

The purpose of Management’s Discussion and Analysis (MD&A) is to provide the reader with an
introduction to the financial statements, Our discussion and analysis of the Municipal Commumications
Utility (Utility) of the City of Spencer, lowa’s financial performance provides an overview of the Utility’s
financial activities for the year ended December 31, 2006. :

The following information should be read in conjunction with the financial statements and the
accompanying notes to the financial statements that follow this section.

2006 Financial ngh]lghts
Total assets increased by approximately $2, 710 000 which was attr1butable to an increase in the cash -

balance, an investment in Clay County Communications, LLC, a 28E entity, and an increase in unbﬂled
revenues. Total liabilities decteased by approximately $878,000 due to payments on debt service.

Total net asse‘ts mcxeased by $3,574,676, the result of the uﬁh‘y operations.

Overwew of the Fmanclal Statements
The balance sheet includes the Utility’s assets and liabilities and provides mfoxmatmn about the natute

and amounts of investiments in resources (assets) and the obhgatlons to creditors (11ab111tles)

’I‘he statement of revenues, expenses and changes in net assels Ieport all revenues and cxpenses incurr ed
during the fiscal year. : _ :

The statements of cash flows present cash receipts, cash disbursements, and net changes in cash resultmg
from opera‘uons cap1ta1 and related ﬁnancmg activities and investing activities. Co

The notes 1:0 the financial statements pmv:{detherequued dlsclosm es.and other mformatlon thamsf,,,,,,, .

necessary to give the reader a complete understanding of the data provided in the statements. The notes
present information about the Utility’s accounting policies, material risks, obligations, commitments,
contingencies and subsequent events, -
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MANAGEMENT’S DISCUSSION AND ANALYSIS - Continued

Condensed Financial Information

The following condensed financial infbrmatioﬁ serves as the key financial data and indicators for

management, monitoring, and planning.

Condensed Balance Sheet

Current assets

Capital assets, net of depreciation

Noncurrent assets
Total assets

Current liabilities
Long-term debt
Total liabilities

Investments in capital assets, net

of related debt
Uniestiicted
Total net assets

Total Habilities and net assets

Condensed Statement of Revenues, Expenses and Changes in Net Assets

Cable television revenue
Telephone revenue

Data revenue

‘Total operating revenue

System operation & maintenance

Depreciation & amortization

Customer service & administration 696,057

Total operating expenses
Operating income {loss)
Interest income

Interest expense
Other income (expense)

Total non-operating revenues

Change in net assets

Net assets, beginning of year

Net assets, end of year

2006 . 2005
$ 5,832,195 $ 3,179,644
5.205,667 5,628,596
675,199 207.705
11,713,061 9,015,945
768 493 646,053
5.546.000 6,546,000.
- 6.314,493 7.192.053

(315,152) (917,404) -

5.713,720 . 2.741296 .
5.398.568 -1,823.892
$11,713,061 $ 9.015.945
2006 2005
$ 1,008,293 $ 896,456
6,077,336 4,414,616
£19.550 597.168
7.905.179 5.908.240
2,828,004 2,477,795
949,893 905,617
569.579
4.473.954 3.952.991
3,431,225 1,955,249
142,996 51,064
(277,665) (314,127)
278.120 288.091
143,451 25,028
3,574,676 1,980,277
1,823.892 _(156.385)
$5.398.568 $1,823 892
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MANAGEMENT’S DISCUSSION AND ANALYSIS — Continued

Financial Analysis
The Utility’s total assets increased by approximately $2,710,000.

The Utility’s gross revenues increased by approximately $1,990,000 or 33.64%.

Total operating expenses increased by approximately $502,000 because of increased expenses for cable 3
programming, telephone long distance and an increase in the number of subscribers. Also, depreciation
and amortization expense increased by approximately $44,000.

Total operating income generated in 2006 was $3,431,225 compared to $1,955,249 in 2005.

The Utility had a net income of $3,574,676 for the year ended December 31, 2006 compared to
$1,980,277 for the vear ended December 31, 2005.

Capital Assets and Debt Administration -
Net capital assets decreased by approximately $414,000 due to depreciation expense bcmg greater than

capital purchases for the year ended December 31, 2006.

Economic Factors
The Utility continues to see positive growth in subscnbex base and also net income. The Utility will be

faced with increased costs of oper ating due to cable programming contracts.

Contacting the Utlllty’s Financial Management
This financial report is designed to present our citizens, customers, and credltors with a general overview

of the Utility’s finances and operating activities. If you have any questions or require additional
information please contact the Business Manager, 712 Grand Ave, PO Box 222, Spencer, Iowa 51301.
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MUNICIPAL COMMUNICATIONS UTILITY
OF THE CITY OF SPENCER, IOWA
BALANCE SHEET
DECEMBER 31, 2006

ASSETS

Current Assets:

Cash and Cash Equivalents 3 3,751,202

Consumer Deposits 33,229
Accounts Receivable (Net of Allowance for Doubtful
Accounts of $30,000) 1,003,334
Unbilled Usage 883,060
Materials And Supplies Inventory 39,831
Prepayments and Other 121,539
Total Current Assets 5,832,195
Capital Assets:
Property and Equipment 9,290,502
Accumulated Depreciation (4,084,835)
Total Capital Assets 5,205,667
Deferred Costs:
Unamottized FAS 51 Costs 25,181
Noncurrent Assets:
Long-term Receivables 650,018
Total Assets 11,713,061
LIABILITIES AND NET ASSETS
Current Liabilities:
Accounts Payable 661,984
Payroll and Sales Tax Payable 21,768
Accrued Payroll and Compensated Absences 51,512
Consumer Deposits 33,229
Total Cuxrent Liabilities 768,493
Notes Payable
Note Payable 5,546,000
Total Liabilities 6,314,463
Net Assets :
Invested in Capital Assets, Net of Related Debt (315,152)
Unrestricted 5,713,720
Total Net Assets 5,398,568
Total Liabilities and Net Assets ) 11,713,061

See Accompanying Notes to Financial Statements
' - 59 -
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R MUNICIPAL COMMUNICATIONS UTILITY
= ' OF THE CITY OF SPENCER, IOWA
. STATEMENT OF REVENUES, EXPENSES AND
CHANGES IN FUND NET ASSETS
FOR THE YEAR ENDED DECEMBER 31, 2006

Operating Revenues:

1,005,714

Cable System Revenue $
Telephone System Revenue 6,076,880
Data Services Revenue 815,050
Miscellaneous Income 7,535
Total Operating Revenues 7,905,179
Operating Expenses:
Plant Specific and Programming 2,828,004
Depreciation and Amortization 949,893
Customer Services and Marketing 360,926
General and Administrative 335,131
VT'otaI Operating Expenses 4,473,954
Operating Income 3,431,225
anéopéi'aﬁng Income (Expense): |
Leased Facilities 350,593
Economic Development Payment (20,000)
Interest Income. 142,996
Interest Expense (277,665)
Loss on Plant Retirements {11,723
Payment in Lieu of Property Taxes -(40,750)
Total Non¥0per'aﬁng Income (Expense) 143,451
Chélnges in Net Assets 3,574,676
Net Assets at Beginning of Year 1,823,892
5,398,568

Net Aé_s_gts at End of Year 3

See Accompanying Notes to Financial Statements
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MUNICIPAL COMMUNICATIONS UTILITY

OF THE CITY OF SPENCER, IOWA
STATEMENTS OF CASH FLOWS

FOR THE YEAR ENDED DECEMBER 31,2006

Cash Flows From Operating Activities:
Cash Received From Customers
Cash Payments to Suppliers for Goods and Services
Cash Payments to Employees for Services

Net Cash Provided By Operating Activities

Cash Flows From Noncapital Financing Activities:
Contributions Paid for Economic Development
Payment in Lieu of Property Taxes

Net Cash (Used) By Noncapital Financing Activities

Cash Flows From Capital and Related
Finarnicing Activities:
Acquisition & Construction of Property and Equipment
Proceeds from Sale of Capital Assets
Repayment of Long-term Debt
Payments Received From Leasing of Facilities
Interest Paid

Net Cash (Used) By Capital and Related
- Financing Activities

Ca_$ii Flows From Investing Activities:
Other Investments
Interest Received From Investments
Net Cash (Used) By Investing Activities
Net Increase in Cash
Caéh’ at Beginning of Year

Cash at End of Year

See Accompanying Notes to Financial Statements
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7,280,681
(3,090,498)
(335,484)

3,854,609

(20,000)

(40,750).

(60,750)

(535,449)
1,557

(1,000,000)
350,593

- (277,664)

(1,460,963)

(472,250)
142,996

(329,204)

2,003,692

1,747,510

.

3,751,202

T
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- MUNICIPAL COMMUNICATIONS UTILITY

= ' OF THE CITY OF SPENCER, IOWA

’ STATEMENTS OF CASH FLOWS (CONTINUED)
FOR THE YEAR ENDED DECEMBER 31, 2006

Reconciliation of Operating Income to Net
Cash Provided by Operating Activities

Operating Income b 3,431,225
Adjustments to Reconcile Operating Income to
Net Cash Provided By Operating Activities :

Depreciation and Amortization 349,893

(Increase) Decreasé in Operating Assets: S
Consumer Deposits 305
Accounts Receivable (8,293)
Unbilled Usage (617,005)
Materials and Supplies Inventory 5,783
Prepayments (30,144)

Increase (Decrease) in Operating Liabilities: o
Accounts Payable 115,916
Accrued Payroll and Compensated Absences (353)
Consumer Deposits (805)
Accrued Expenses . 7,682

Total Adjustments 423,474
Net Cash Provided By Operating Activities 3 3,854,699

See Accompanying Notes to Financial Statements
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MUNICIPAL COMMUNICATIONS UTILITY
OF THE CITY OF SPENCER, [OWA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

Note 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Organization and Basis of Accounting - '
The Municipal Communications Utility of the City of Spencer, Iowa (Commumcatlons Utility or -
Utility) operates as an independent unit of the City of Spencer and is managed, along with the

Municipal Electric Utility and the Municipal Water Utility of the City of Spencer, Iowa, by a five

member Board of Trustees. The Utility was formed to engage in the development and operation

of a broadband communications system and the marketing of related services such as cable

television, telephone, and high-speed data communications. The Utility’s ratés are set by its

goveérning board.

For financial reporting purposes, the Utility has ncluded all funds, The Utility has also
con31deted all potential component units for which it is financially accountable, and other
organizations for which the nature and significance of their relationship with the Utility are such
that exclusion would cause the Utility’s financial statements to be misleading or incomplete. The
Governmental Accounting Standards Board has set forth criteria to be considered in determining
financial accountability. These criteria include appointing a voting majority of an organization’s
governing body, and (1) the ability of the Utility to impose its will on that organization or (2) the
potential for the organization to provide specific benefits to, or impose Spec1ﬁc financial burdens
on the Utility. It was determined that the Utility has no component units.

The Utility is not considered to be a component unit of the City of Spencer for financial statement
purposes. An audit of the City of Spencer for the year ended June 30, 2006 has been completed
and is filed under separate cover.

The Utility’s financial statements are reported using the economic resources measurement focus
and the accrual basis of accounting. Revenues are recorded when earned and expenses are
recorded when a liability is incurred; regardless of the timing of related cash flows.

In reporting the financial activity of its enterprise fund, the Utility applies all applicable GASB
pronouncements as well as the following pronouncements issued on or before November 30,
1989, unless these pronouncements conflict with or contradict GASB pronouncements: Financial
Accounting Standards Board Statements and Interpretations, Accounting Principles Board
Opinions, and Accounting Research Bulletins of the Commiittee on Accounting Procedure.

The Utility distinguishes operating revenues and expenses from non-operating items. Operating
revenues and expenses generally result from providing services and producing and delivering
goods in connection with the Utility’s principal ongoing operations. The principal operating
revenues of the Utility are charges to customers for sales and services, Operating expenses
include the cost of sales and services, administrative expenses, and depreciation on capital assets.
All revenues and expenses not meeting this definition are reported as non-operating revenues and

expenses.
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MUNICIPAL COMMUNICATIONS UTILITY
OF THE CITY OF SPENCER, IOWA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

Note 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

B. Capital Assets and Depreciation.
Capital assets are stated at original cost when ﬁlst devoted to pubhc service. Cunently, such

costs include labor-related expenditures, such as payroll taxes, pensions, and other fringe benefits
and administrative costs for labor related to the construction of new communications facilities. In
addition, net interest costs on construction debt are capitalized. Replacements and betterments of
capital assets are'charged to capital assets. Routine maintenance and repairs are charged to .
expense as incurred. Depreciation is calculated on the straight-line basis. Current depreciation
expense is approximately 10.15% of the ongmal cost of depr emablc communication plant in

SCIV]CC

The estimated useful lives uséd to depreciate assets by class are as follows:

Infrastructure 10-15 years
* Buildings and improvements 20 years
Equipment : 5-7 years:

C. Accounts Receivable
Accounts receivable are stated at the amount the Utility expects to collect from outstandmg

balances. The Utility provides for probable uncollectible amounts through a charge to earnings
and a credit to a valuation allowed based on its assessment of the current status of individual
‘accounts. Balances that are still outstanding after the Utility has used reasonable collection

* efforts are written off through a charge to the valuation allowance and a credit to accounts
réceivable. Changes in the valuation allowance have not been material to the ﬁnam:lal

statements.

D. Inventories '
Inventories are valued at the lower of cost or maxket Ihe average cost method is used f01

“determining the cost of materials and supplies inventory. Inventones are recorded as an -
expenditure or, if applicable, capitalized when consumed.

E: Unamortized Deferred Costs :
Cable television system costs allocated during construction o:f the system are bemg amomzed

" using the straight-line method over the expected life of the cable television plant.

F. Net Assets
Net assets represent the difference between assets and Habilities in the ﬁnanclai staternents. Net

assets invested in capital assets, net of related debt, consists of capital assets, net of accumulated
depreciation, reduced by the outstanding balance of any long-term debt used for acquisition,
construction or improvement of those assets and increased by unspent debt when there are
limitations imposed on their use through external restrictions imposed by creditors, grantors or
laws or regulations of other governments.
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MUNICIPAL COMMUNICATIONS UTILITY
OF.THE CITY OF SPENCER,IOWA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

Note 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

The Utility’s policy is to first apply restricted resources when an expense is incurred for pulposes
for which both réstricted and unrestricted net assets are available. :

G. Income Taxes o o L
The Communications Utility is exempt from federal and state income taxes because itisa

govemmental entlty organized undet the provisions of Chapter 388 of the Code of Iowa.

H. Revenues and Unbilled Usage
Revenues are based on billing rates, which are applied to customers consumption of

communications services. The Utility records estimated unbilled revenue at the end of’
accounting periods. Revenues eained, but not yet billed at December 31, 2006, totaled $883,060.

L.  Estimates '
The prepatatlon of the financial statements in conformity with U.S. gener ally aecepted accounting

principles requires management to miake estimates and assumptions that affect the amounts
reported in the financial statements and accompanying notes. Actual results may differ from
those estimates. : )

Note 2 - CASH ANI) CASH EQU[VALENTS

The Utthty ] dep051ts in banks at December 31, 2006 were entir ely c0vezed by fedetal dep0s1t01'y
insurance or by the State Sinking Fund in accordance with Chapter 12C of the Code of Iowa.
This chapter provides for additional assessments against the depositories to insure there will be no

loss of public funds.

The Utility is authorized by statute and Board of Trustees’ approval to invest public funds in
obligations of the United States government, its agencies, and instrumentalities; certificates of
deposit and other evidences of deposit-at federally insured Iowa depository mstitutlons and the

TIowa Public Agency Investment Trust.

Interest Rate Risk — The Utility’s investment policy limits the investment of operating funds
(funds expected to be expended in the current budget year or within 15 months of IGCCIp‘L') in
instruments that mature within 397 days. Funds not identified as operating funds may be mnvested
in investments with maturities longer than 397 days, but the maturities shall be consistent with the

needs and use of the Utility.

The Utility consuiers all highly 11qu1d investments with an original matunty of thlee months or
less to be cash equivalents for purposes of the statement of cash flows.
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MUNICIPAL. COMMUNICATIONS UTILITY
OF THE CITY OF SPENCER, IOWA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

Note 3 - CAPITAL ASSETS
Capital assets activity for the year ended December 31, 2006 was as follows:

Beginning Additions and  Deletions and Ending

Balance Transfers In Transfers Out Balance
Capital assets not bemg depreciated:
Land - : L% 10342 $ - § - § 10342
Total cap1tal assets not .
being depreciated 10,342 - - 10,342
- Capital assets being depreciated: '
Infragtructure 7,921,938 345,731 - 8,267,669
Buildings and improvements - 13,750 180,295 . - - 194,045
Equipment” = - - - . 831,160 9,421 (22,135).- . 818,446
Total capital assets being ' . ' T
- depreciated . . - 8,766,848 535,447 - (22,135 ... 9,280,160
Less accurrmlated depreciation - 3,148,594 945,096 ‘ {(8,835) ... 4,084,835
Total capital assets being. : : o
depreciated - net 5,618,254 {409,649) - (13,280). 5,195,325
Capital assets —net $ 5,628,596 $ (409,649) $ (13,280) § 5,205,667

Note 4 - TRANSFERS IN LIEU OF PROPERTY TAX

By Iesolutlon of the Board of Trustees voluntary 1 transfexs in lieu of pxopelty taxes are made to
the City of Spencer, Iowa Funds totaling $40,750 were transfened to the Clty durmg 2006.

Note 5-LON G-TERM RECEIVABLES

Dunng December 2003 the Utllzty enter ed into an agt ecment with Nmthem Iowa
Communications Partners, LLC (NICP), an Iowa limited company, pur suant to the pr owsmns of
Chapter 28E of the Code of Iowa. Under this agreement, the Utility, along with other members of
NICP, agrees to pay for the use of a shared switch for routing certain telecommunications traffic
at rates adopted by NICP. The Utility will share in profits generated or shortfalls incurred
through the 28E agreement due to the method used to determine an annual usage fee paid by
NICP to the Utility. An NICP member will be responsible for maintaining the financial records
related to the 28E agreement. The amount earned but not received by the Utlhty of $25 0,0181s

recorded as a receivable

_Du:rmg May 2006, the Utility entered into an agreement with Evertek, Inc an Iowa Cozpoxatlon,
to create Clay County Communications as a separate legal entity. Clay County Commumcatlons
shall function as if it were a limited Hability company organized under Iowa Code Chapter 490A
The purpose of this agreement and Clay County Conumunications is to provide wired and/or
wireless communications services in Clay County, Iowa. The Utility and Evertek, Inc. each
initially contributed $400,000. The Utility’s contribution is recorded as a receivable.
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MUNICIPAL: COMMUNICATIONS UTILITY
OF THE CITY OF SPENCER, IOWA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

Note 6 - NOTE PAYABLE

Note payable activity for the year ended December 31, 2006 was as follows:

Amounts
Due
Beginning : Ending Within
: . Balance Additions  Reductions Ralance . One Year
Note Payable - ) o
Municipal :
Electric Utility $ 6,546,000 8 - $1,000,000 $ 5,546,000 3 -

- The Board of Trustees of the Municipal Electric Utility adopted a resolution on June 14, 1999,
pursuant to Section 384.89 City Code of lowa and Rule 2.5(5) of the rules pxomulgated by the
City Finance Committee, allowing for the advance of funds not to exceed $8,000,000 to the
Municipal Communications Utility to be utilized for the construction and development of the
communication system. These funds are to be repaid upon demand and bear a 4.5% per annum
interest rate. No interest was payable at December 31, 2006. In January 2007, the '
Communications Utility repaid $1,064,000 of the principal to the Electric Utility including

$20,798 of interest.

Note 7 - LEASES

The Utility leases bmldmg space from the Water Utility. The expense from the lease is cla551ﬁed
as operatmg expense. The leaseisa month]y lease based on building space ut1hzed and totaled
$1,968 in 2006 At December 31, 2006, $168.is recorded as a payable. '

The Utility leases bandwidth, property, and building space from the Electric Utility. The expense

from the lease is classified as operating expense. The lease is a 20-year variable lease based on
bandwidth and space utilized and totaled $3 86,337 1 in 2006, At December 31, 2006, $1; 129 is

" recor ded asa payable
Note 8 - RE’I‘IREMENT SYSTEM (Continued)

IPERS
The Utility contributes to the Iowa Public Employees Retirement System (TPERS) Whlch isa

cost-sharing, mulfiple-employer defined benefit pension plan administered by the State of Towa.
IPERS provides retirement and death benefits which are established by state statute to plan
members and beneficiaries. IPERS issues a publicly available financial eport that mcludes
finanicial statements and required supplementary information. The report may be obtained by
writing to IPERS, PO Box 9117, Des Moines, Towa, 50306-9117. '
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MUNICIPAL COMMUNICATIONS UTILITY
OF THE CITY OF SPENCER, IOWA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

Note 8 - RETIREMENT SYSTEM (Continued)

L Plan members are required to contribute 3.70% of their annual covered salary and the Utility is

- required to confribute 5.75% of annual covered payroll. Contribution requirements are -
established by State statute. The Utility’s contributions to IPERS for the years ended December
31, 2006, 2005 and 2004 were $30,094, $27,831and $32,050, Iespectlvely, equal to the quuned

coritributions for each year.

Employees Pension Plan
All full-time employees of the Communications Utility who have completed six months of

continuous employment and ate 21 years of age are eligible to participate in a Money
Accumulation Pension Plan administered by Copeland Plan Services. The Planis a defined
contribution plan of the money purchase type, intended to qualify under Internal Revenue Service
Code Section 401(a), funded by a combination of employee and employer contributions.
Employees electing to participate are required to contribute 2% of their compensation, and they
may contribute an additional amount of not less than 1% and not more than 10% of their
compensation. The Utility contributes 8% of the employees’ compensation for all employees

electing to patrticipate.

The Communications Utility’s contribution to the Money Accumulation Pension Plan for 2006
totaled $42,096.

Note 9 - RISK MANAGEMENT

The Communications Utility is exposed to various risks of loss related to torts; theft, damage to
and destruction of assets; errors and omissions; injuries to employees; and natural disasters.
These risks are covered by the purchase of commercial insurance. The Utility assumes liability
for any deductible and claims in excess of coverage limitations. Settled claims from these risks
have not exceeded commercial insurance coverage in any of the past three fiscal years.

Note 10 - RELATED PARTIES

The Electric Utility, Water Utility, and Communications Utility of the City of Spencer, Iowa
exchange services in the normal course of business.

Iwo members of the Board of Trustees hold non-controlling interests in a financial institution
where the Utility maintains cash balances.

Additional related party items are included in Notes 5, 6, and 7.
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MUNICIPAL COMMUNICATIONS UTILITY
OF THE CITY OF SPENCER, IOWA
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

Note 11 - COMMITMENTS

The Utility has committed to provlde annual support of $28,000 to the Clay Regional Events
center during 2007. The support is contmgent on the Events Center receiving additional suppoxt

from othex area SOUICES.

During 2005 the Communication Ut111ty provided a letter of support to continue fundmg Towa
Great Lakes Comdox of Opportunity at a level of $12,500 per year for four years.
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MUNICIPAL COMMUNICATIONS UTILITY
' OF THE CITY OF SPENCER, IOWA
BUDGETARY COMPARISON SCHEDULE OF RECEIPTS, DISBURSEMENTS

AND CHANGES IN NET ASSETS - BUDGET AND ACTUAL (CASH BASIS)

REQUIRED SUPPLEMENTARY INFORMATION
FOR YEAR ENDED DECEMBER 31, 2006

. " Final to
Budgeted Amounts Actual Actual Variance
: Original Amended L
Receipts: -
Municipal Electric Utility § 13,577,922
Municipal Water Utility 1,067,281
Mumicipal Communications Utility 7,775,827
Total Receipts $ 20,622,000 $ 23,359,250 22,421,030 $ 938,220
Expenditures:
Municipal Electric Utility 17,776,682
Municipal Water Utility 1,490,498
Municipal Comrmunications Utility 5,772,135
Total Expenditures 25,497,730 25,333,464 25,039,315 294,149
Excess (Deficiency) of Revenues
Over Expenditures o (4,875,730) (1,974,214} (2,618,285) 644,071
Other Financing Sources (Uses);
T1ansters In - - - -
Transfers Out (2,000,000) (2,250,000) - (2,250,000)
Total Other Financing Sources (Uses) (2,000,000) (2,250,000) - (2,250,000)
Net Change in Net Assets (6,875,730) (4,224,214) (2,618,285) (1,605,929)
Net Assets at Beginning of Year 32,087,108 32,087,108 25,723,701 6,363,407
§ 27,862,894 % 23,105,416 $ 4,757478

Net Assets at End of Year

$ 25,211,378

See Accompanying Independent Auditors’ Report
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MUNICIPAL COMMUNICATIONS UTILITY

OF THE CITY OF SPENCER, IOWA

BUDGET TO GAAP RECONCILIATION
REQUIRED SUPPLEMENTARY INFORMATION
FOR YEAR ENDED DECEMBER 31, 2006

Receipts:
Mumnicipal Electric Utility
Municipal Water Utility
Municipal Communications Utility
Total Receipts

Expenditures:
Municipal Electric Utility
Mumnicipal Water Utility
Municipal Communications Utility
Total Expenditures

Net Change in Net Assets
Net Assets at Beginning of Year

Net Asseté at End of Year

Cash Accrual Accrual
Basis Adjustments Basis
13,577,922 925,665 12,652,257
1,067,281 (185,827) 1,253,108
7.775,827 (622,941) 8,398,768
22,421,030 116,897 272,304,133
17,776,682 7,098,329 10,678,353
1,490,498 326,413 1,164,085
5,772,135 048,043 4,824,092
25,039,315 372,785 14,666,530
(2,618,285) (8,255,888) 5,637,603
25,723,701 27,823,963 53,547,664
23,105,416 19,568,075 - . 59,185,267

See Accompanying Independent Auditors' Report
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MUNICIPAL COMMUNICATIONS UTILITY
OF THE CITY OF SPENCER, IOWA
NOTES TO REQUIRED SUPPLEMENTARY INFORMATION -
BUDGETARY REPORTING
YEAR ENDED DECEMBER 31, 2006

The budgetary comparison is presented as Required Supplementary Information in accordance with
Government Accounting Standards Board Statement No. 41 for governments with significant
budgetary perspective differences resulting from not being able to present budgetary comparisons

for each individual utility.

In accordance with the Code of lowa, Spencer Municipal Utilities annually adopts a combined
budget on the cash basis for the Municipal Electric Utility, Municipal Water Utility, and Municipal
Communications Utility of the City of Spencer, Iowa following required public notice and hearing.
The annual budget may be amended during the year utilizing similar statutorily prescribed
procedures. Encumbrances ate not recognized and appropriations lapse at year-end.

Formal and legal budgetary control is based upon nine major classes of disbursements, known as
functions, not by fund. These functions are public safety, public works, health and social services,
culture and recreation, community and economic development, general government, debt service,
capital projects and business type activities function and are required to be budgeted. During the
year, one budget amendment decreased budgeted disbursements by $164,266. This budget
amendment is reflected in the final budgeted amounts.
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WILLIAMS

8 COMPANYPC Certified Public Accountants

Certified Public Accountants

INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED

- IN ACCORDAN CE WITH GOVERNMENT AUDITING STANDARDS

Board of Imstees
Spencer Municipal Utilities — Mumclpal Communications Ut111ty

Spencel IA 51301

We have. aud1ted the financial statements of the Municipal Communications Utility of the City of
Spencer, Iowa (the Utility) as of and for the year ended December 31, 2006, and have issued our repoit -
thereon dated March 20, 2007, We conducted our audit in accordance with U.S. generally accepted
auditing standards applicable to financial audits contained in Government Auditing Standards, issued by

the Comptroller General of the United States.

Inter ‘nal Control Over Fmanmal Repoltmg

In pla.nmng a.nd perfoxmmg our audit we considered the Utility’s internal control over financial reporting
in order to determine our auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide assurance on the internal control over financial reporting. :

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the utility’s ability to initiate, authorize, record, process, or
report financial data reliably in accordance with generally accepted accounting principles such that there
is more than a remote likelibood that a misstatement of the utility’s financial statements that is more than
inconsequential will not be prevented or detected by the utility’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that a material misstatement of the financial statements will not be

prevented or detected by the utility’s internal control.

Our consideration of the internal control over financial reporting would not necessarily disclose ail
matters in the internal confrol that might be reportable material weaknesses. We noted no matters
involving the internal control over financial reporting and its operation that we consider to be matetial

weaknesses.

203 North Grand Avenue F.0O. BDX sS08 Spencer, lowa 51 301-0808
712.0682-1500 - /FAX 712-262-2920



Compliance and Other Mattexs

As part of obtaining reasonable assutance about whether the Utility’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance or other matters that are required to be

reported under Government Auditing Standards.

Comments involving statutory and other legal matters about the Utility’s operations for the year ended
December 31; 2006 are based exclusively on knowledge obtained from procedures performed during our
audit of the financial statements of the Utility. Since our audit was based on tests and samples, not all
transactions that might have had an impact on the comments were necessarily audited. The comments
involving statutory and other legal matters are not intended to constitute legal interpretations of those

statutes.

This report, a public record by law, is intended solely for the information and use of the officials and
employees of Spencer Municipal Utilities, the citizens of the City of Spencer and other parties to whom
Spencer Municipal Utilities may report. This report is not intended to be and should not be used by

anyone other than these specified parties.

LOLMJ g - fma/ma p.e.
Cemﬁed Public Accountants

Spencer, lowa
March 20, 2007
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SPENCER MUNICIPAL UTILITIES
MUNICIPAL COMMUNICATIONS UTILITY
SCHEDULE OF FINDINGS
FOR THE YEAR ENDED DECEMBER 31, 2006
Part I: Findings Related to the Financial Statements

No matters were noted.
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SPENCER MUNICIPAL UTILITIES
MUNICIPAL COMMUNICATIONS UTILITY
SCHEDULE OF FINDINGS
FOR THE YEAR ENDED DECEMBER 31, 2006

Part II: Other Findings Related to Required Statutory Reporting

I-A-06

II-B-06

II-C-06

-D-06

I1-E-06

II-F-06

II-G-06

I1-H-06

1I-1-06

Certified Budget — Disbursements during the year ended December 31, 2006 did not
exceed the amounts budgeted in the business type activities function.

Ouestionable Expenditures — We noted no expenditures that we believe may not meet the
requirements of public purpose as defined in an Attorney General’s opinion dated April

25,1979,

Travel Expenses — No expenditures of Utility’s money for travel expenses of spouses of
Utility’s officials or employees were noted.

Business Transactions -- Business transactions between the Utility and Utility officials or
employees are detailed as follows:

Name, Title and Business Connection __Transaction Description  Amount

Tom Howe, Board Member
Part owner of H & N Chevrolet Maintenance & Repairs $ 628

Tn accordance with Chapter 362.5(10) of the Code of Towa, the transactions with the
Board Member do not appear to represent a conflict of interest since the fransactions were

less than $1,500 dwring the year.

Bond Coverage — Surety bond coverage of Spencer Municipal Utilities” officials and
emplovees is in accordance with statutory provisions. The amount of coverage should be
reviewed annually to insure that the coverage is adequate for current operations.

Board Minutes — No transactions were found that we believe should have been approved
in the Board minutes but were not.

Revenue Bonds — No revenue bonds/notes were issued to the Utility.

Deposits and Investments — No instances of non-compliance with the deposit and
investment provisions of Chapter 12(B) and 12(c) of the Code of Iowa and the Utility’s

investment policy were noted.

Telecommunication Services — No instances ofnoncompliance with Chapter 388.10 of
the Code of Towa were noted.
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